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Five Year Consolidated Highlights 


Our new name unites two central ideas about our company 
and its future. It’s made up of energy, which is what we are 
all about, and bridge, which evokes a connection, a passage 
between one place and another — from the present to an 
innovative new future for ourselves and our customers. It 
also suggests a seamlessness in service delivery. Tying it all 
together is the symbol. We call it the energy spiral because 
it conveys a sense of vitality, vibrancy and power. 


Enbridge Inc., formerly known as IPL Energy Inc., is a leader in energy transportation, 
distribution and services. As a transporter of energy, Enbridge operates, in Canada 
and the United States, the world’s longest crude oil and liquids pipeline system. 
The Company also is involved in liquids marketing and international energy projects, 
and has a growing involvement in natural gas transmission. As a distributor of 
energy, Enbridge owns and operates Canada’s largest natural gas distribution 
company, which provides gas to 1.4 million customers in Ontario, Quebec and 
New York State; and is involved in the generation and distribution of electricity. In 
addition, Enbridge provides retail energy products and services to a growing number 
of Canadian and U.S. markets. The Company employs more than 5,000 people, 
primarily in Canada, the United States and South America. Enbridge common 
shares trade on the Toronto and Montreal stock exchanges in Canada under the 
symbol “ENB” and on The NASDAQ National Market in the United States under 
the symbol “ENBRF.” Information about Enbridge is available on the World Wide 
Web at www.enbridge.com. 


Highlights 


Financial 
(Canadian dollars in millions, except per share amounts) 1998 1997 1996 
Earnings 240.9 DAES 180.3 
Cash Provided from Operating Activities (restated) 316.2 443.8 492.6 
Dividends 168.3 Anas 125.9 
Per Share Amounts 
Earnings 3.31 S}.ANS) 2.90 
Cash provided from operating activities (restated) 4.35 6.44 Weo2 
Dividends 2.24 DAD 2.03 
Return on Average Shareholders’ Equity 13.8% 14.2% 15.0% 
Debt to Debt plus Shareholders’ Equity 
at Year End 69.7% 67.7% 68.4% 
Operating 
(Canadian dollars in millions) 1998 1997 1996 
Energy Transportation 
Operating revenue 514.6 518.1 508.7 
Capital expenditures 978.7 214.8 164.8 
Deliveries 1 (thousands of barrels per day) 2,136 2,083 1,970 
Barrel miles 1 (billions) 771 Tefal 768 
Average haul 1 (miles) 989 1,014 1,069 
Energy Distribution 2 
Operating revenue 1,827.1 2,001.9 1,949.2 
Capital expenditures 406.2 416.4 392.9 
Gas distribution volumes 
(billions of cubic feet) 397 428 429 
Number of active customers (thousands) 1,414 1,362 TSO 
Degree day deficiency 3 (degrees Celsius) 
Actual 3,352 4,011 4,209 
Forecast based on normal weather 4,079 4,003 4,058 


1 Energy Transportation delivery highlights include the statistics of the 16.6% owned portion of the 


mainline system located in the United States. 


2 Highlights of Energy Distribution reflect the results of Enbridge Consumers Gas (The Consumers’ 
Gas Company Ltd.) and other gas distribution assets on a quarter lag basis of consolidation. 

3 Degree day deficiency is a measure of coldness which is indicative of volumetric requirements of 
natural gas utilized for heating purposes in all markets. It is calculated by accumulating for each 
day in the fiscal period the total number of degrees by which the daily mean temperature fell below 
18 degrees Celsius. The figures given are those accumulated in the Toronto area. 


Earnings Per Share (dollars per share) 


Letter to Shareholders 


The past year was an eventful one for Enbridge. It was a year of record deliveries 
on the Company’s liquids pipeline systems, higher earnings and a continuation of 
superior returns for shareholders. It was a year of significant facilities expansion 
and of accomplishment in implementing the Company’s strategic plan. 

It was also a year made particularly noteworthy by the fact the Company said 
goodbye to the IPL Energy name and welcomed Enbridge. The name change was a 
strategic business decision that created “One Company, One Vision.” 

Collectively, these actions and achievements were positively received by the 
investment community in 1998. Investors and analysts continued to recognize the 
Company's excellent opportunities for continued earnings growth, and fully supported 
the Company’s equity and debt offerings in the market. We intend to work diligently 
to ensure their faith in us is well founded. 

We also recognize that we have many other audiences we impact and work with 
— employees, customers, communities and governments. That is why we consider 
this document to be a report to all Enbridge stakeholders about our accomplishments 
to date and our strategies for the future. 


Our vision is “to deliver” 
Enbridge will go beyond all others to deliver energy and related services to North 
American and International customers. We are a service business with a sense 
of competitive excellence, agility and innovation, a customer focus, and an 
international reach. 

We deliver energy, we deliver value to shareholders, and we deliver on our key 
strategies. In short, “We Deliver” That is our vision, and that is the theme of this 
year’s annual report. 


Our objective is long term value 
Our vision drives our key corporate objective, which is to provide long term value 
through the achievement of total shareholder return that is superior to comparable 
companies. We define total shareholder return as the combination of share price 
appreciation and steady dividend growth. 

A key component of this objective is expanding the business. But we don’t want 
growth for its own sake. We are focused on adding value, not just on adding assets. 


Six key strategies for growth 
We have defined and are implementing six key strategies to deliver growth. 

First and foremost, we will develop Enbridge’s strong base of existing energy 
delivery businesses — our core businesses of liquids pipelines and natural gas 
distribution. We will accomplish this by proactively seeking opportunities for 
expansion, acquisition and geographic extension within North America. 

Second, we will enhance the profitability of our energy delivery operations by 
incorporating incentive provisions in rate setting mechanisms for existing and new 
businesses, and then optimizing operating performance to maximize the benefits 
to customers and shareholders. 

Third, we will leverage the core competencies of our existing energy delivery 

Return on Average Shareholders’ Equity (%) businesses into significant growth from development of natural gas pipeline 

investment opportunities. 

Fourth, we will seek attractive international investment opportunities which 
14.2 utilize our expertise while not exposing the Company to significantly increased risk. 
Fifth, we will leverage our position as the premier Canadian natural gas distributor 
15.0 to establish a significant new source of growth from investment in electric power 
13.2 distribution and related co-generation. 

And sixth, we will build a base for potential longer term growth through a measured 

9.5 entry into unregulated retail energy services. 


13.8 


We deliver value: how we did in 1998 
We continued to deliver value for shareholders in 1998. The following key 
indicators of success show just how well we did. 

Shareholder return: Enbridge shares outperformed the Toronto Stock Exchange 
300 and our peer group. Our share price increased 8% to $70.50 at year end 1998 
compared with $65.40 at year end 1997. Annual dividends rose to $2.24 per common 
share, an increase of 6% over 1997. Quarterly dividends were increased beginning in 
the third quarter to $0.575 per common share, or $2.30 on an annual basis. 

The combination of share price appreciation and increased dividends meant that 
for the year ended December 31, 1998, the total return to an Enbridge shareholder 
from an investment made at the beginning of 1998 was 11.7%. That compares with 
a loss of 5% from a composite investment in the Canadian companies whose 
business activities and risk levels are most comparable to Enbridge, and with a 
1.6% loss by the Toronto Stock Exchange 300 Composite Index. 

Earnings and return on equity: Despite the warmest weather on record in 
key markets, 1998 earnings grew to $240.9 million, or $3.31 per share, from 
$217.3 million, or $3.15 per share, in 1997. That was mainly due to the strong 
performance of our Energy Transportation business segment, which had record 
average deliveries of 2,136,000 barrels per day on our liquids pipeline systems. 

It was helped by a variety of cost reduction initiatives, operational efficiencies and 


B.F. MacNeill, 
President & Chief Executive Officer 


other measures taken to mitigate the effect of warmer weather. Despite the impact 
of the warmer weather, return on average shareholders’ equity was a healthy 13.8% 
in 1998 compared with 14.2% in 1997. 

Investing and financing growth: In 1998, we invested approximately $1.6 billion, 
including $1.4 billion for additions to property, plant and equipment and $200 million 
on long term investments. Implementation of our growth strategies has been 
helped by our continued access to capital markets, which reflects the confidence 
investors have in Enbridge and in our ability to generate favourable returns on their 
investments. Since the beginning of 1996, we have raised more than $3.4 billion 
through equity and debt offerings, including $1.9 billion in 1998 that was used to 
repay debt, and fund corporate expansion and investment activities. 


We are delivering on our key strategies 

Developing our pipelines and gas distribution businesses is the cornerstone of 
our strategic plan. That is reflected in our 1998 capital spending of $979 million 
on the Energy Transportation segment and $406 million on Energy Distribution. 
We also continued to deliver on all of our key strategies. 

Developing core businesses: Key achievements in our core Energy Transportation 
businesses included construction of four liquids pipeline expansion projects that 
will provide significant additions to capacity as they are completed in 1999. 

Construction on the System Expansion Program II project and the mainline 
expansion portion of Phase | of the Terrace Expansion project was essentially 


When used in this annual report, the words 
“anticipate, “expect, “project” and similar 
expressions are intended to identify forward 
looking statements, which include statements 
relating to pending and proposed projects. 
Such statements are subject to certain risks, 
uncertainties and assumptions pertaining to 
operating performance, regulatory parameters, 
weather and economic conditions and, in the 
case of pending and proposed projects, risks 
relating to design and construction, regulatory 
processes, obtaining financing and 
performance of other parties, including 


partners, contractors and suppliers. 


completed in 1998. These two projects began operations in the first quarter of 
1999, and will add approximately 270,000 barrels per day of capacity by the latter 
part of 1999 when additional facility construction is completed. Construction also 
began on the Athabasca Pipeline, which will link Suncor’s oil sands production north 
of Fort McMurray to the hub at Hardisty, Alberta, by April 1999. Line 9, from Montreal, 
Quebec, to Sarnia, Ontario, will be back in operation and flow in a reversed direction 
beginning in May 1999. 

We also acquired an interest in the Chicap Pipe Line Company, which transports 
crude oil from Patoka, Illinois, to Chicago, Illinois, and completed a pipeline extension 
to Toledo, Ohio. These actions have added to our growing pipeline network and 
extended the Company’s geographic reach. 

The core of our Energy Distribution segment is the gas distribution business of 
Enbridge Consumers Gas, which continued to expand by adding more than 50,000 
customers in 1998. Enbridge continues to pursue gas distribution rights in New 
Brunswick but withdrew from the pursuit of Nova Scotia gas distribution rights 
after determining that a project would be uneconomic at this time. The withdrawal 
illustrates our commitment to pursue opportunities only if they will add value. 

Enhancing profitability: Incentive based rates continued to contribute to our 
success in 1998, providing a net after tax benefit of $9.0 million to Enbridge Pipelines 
and $7.7 million to our customers. Since inception of incentive based rate making 
in 1995, after tax benefits of $48.3 million have been shared approximately 55% 
and 45% by Enbridge and industry, respectively. 

Enbridge was the first pipeline company to negotiate incentive tolling arrangements 
with customers, enabling both parties to share in higher earnings generated by 
maximizing system utilization and increasing operating efficiency. We are currently 
negotiating an extension of the incentive agreement for the period 2000 to 2004. 

Developing gas pipelines: Our roots are in liquids transmission and gas 
distribution, So our move into natural gas transmission is an obvious next step. 

An integrated North American gas grid is rapidly evolving, demand for gas in 
Eastern Canada and the United States is expected to grow, and gas prices are 
forecast to increase. 

In just two years, Enbridge has become a major player in this growing gas 
market. In 1998, the Alliance Pipeline project received final regulatory approvals 
and began gearing up for construction in 1999. Enbridge is a 21.4% partner in 
Alliance, which is scheduled to be in service delivering gas to the Chicago hub by 
late 2000. Enbridge is the sponsor of the Vector Pipeline, which would move gas 
from Chicago to the hub at Dawn, Ontario. Enbridge also has an option for an 
interest in the Millennium Pipeline, which would connect with Dawn and transport 
gas to the New York area. 

Expanding internationally: The first full year of operations of the OCENSA 
pipeline in Colombia contributed to a 51% increase in International earnings in 
1998. At year end, a consortium in which Enbridge has a 45% interest negotiated 
the acquisition, which is anticipated to close in 1999, of the 800,000 barrel per 
day Jose crude oil storage and ship loading terminal in Venezuela for US$385 
million. Both projects were made possible because of our extensive expertise in 
liquids pipelining and terminaling, and both complement our North American 
businesses. We will continue to carefully evaluate additional International prospects, 
with a focus on South America and other strategically selected areas. 

Investing in electric power distribution: In July, we completed the acquisition of 
Cornwall Electric, giving us an entry into the Ontario electric power generation and 
distribution market. Cornwall has enabled us to gain experience in the electric 
power business. We already have extensive expertise in the natural gas utility 
business, a reputation for service, and a large customer base in Ontario. The 
combination places us in a unique position to take advantage of opportunities for 
the convergence of natural gas and electricity services. 

Moving into retail energy services: Our measured entry into retail energy 
services began in 1997 with the launch of Consumersfirst. Initially Consumersfirst 
had a very limited product portfolio offering only natural gas brokering services to 
residential customers in Ontario. Today, Consumersfirst Ltd. — an Enbridge Company 
and its United States affiliate Enbridge (Pennsylvania) Inc. offer a broad array of 
energy and related products to both residential and business customers in Ontario, 
British Columbia and Philadelphia. 


Year 2000 
As global unease has grown over the possible impact that the arrival of the Year 
2000 might have on computers and other date sensitive devices, Enbridge has 
created a comprehensive program to identify, address and manage any such 
issues that could adversely affect our businesses. 

We currently expect to have the majority of critical processes and assets Year 
2000 ready by mid 1999, and to have business continuity plans for all critical 
’ processes, systems, technologies and external relationships completed by then as 
well. We expect the transition to Year 2000 to be uneventful. But if it isn’t, we will 
be prepared and ready to respond to whatever contingencies may arise. 


Looking ahead: we will continue to deliver 

We expect continued growth in 1999, although low oil prices will make it a challenging 
year. Continued expansion of our core pipeline business will be driven by long term 
growth in oil demand. Although there will be some effect in the near term due to 
low oil prices, our customers have clearly expressed their confidence in the need 
for additional capacity in the coming years, and the need to complete all expansion 
programs currently under way. 

We will continue to pursue energy development opportunities for electric power, 
co-generation and convergence in Ontario as the province moves closer to electric 
power deregulation. In addition, our investment in Noverco and our resulting strategic 
relationship with Hydro-Québec provide us with geographic diversification of our 
gas distribution interests in Quebec, and a key competitive advantage with which 
to capture convergence opportunities. 

For natural gas distribution and retail services, “unbundling” — the removal of 
ancillary products and services from the regulated business, thereby eliminating the 
regulatory constraints that currently hamper expansion in those business areas 
— will mean further change. Enbridge Consumers Gas has applied to the Ontario 
Energy Board for approval to unbundle into two separate entities: a regulated core 
utility, and an unregulated affiliate to supply retail services. The Company has also 
applied for approval to move to a performance based regulation system, which 
would provide the opportunity to reduce regulatory costs and the potential to 
increase earnings through the application of incentive mechanisms. The Board 
began hearings in December. 

We see great potential in retail energy services. In the short term, our Retail 
Energy Services business segment will not be a significant contributor to Enbridge 
earnings. In the longer term, we expect it to become a major and integral part of 
our diversified energy portfolio. 


Our success is our people 

Our achievements in 1998 were the result, as they always have been, of the 
hard work and dedication of our employees. Continued success in implementing 
our business plans will also be as a result of their efforts, and their contributions 
are greatly appreciated by the Board of Directors. 

So, too, are the contributions of William A. Dimma and Earl H. Orser who are 
retiring from the Board after 15 years of outstanding contribution to the Company. 
Their colleagues on the Board wish them well in their future endeavours, and welcome 
the Hon. James J. Blanchard who became a Director on January 25, 1999. 

At the start of the year, our Company consisted of IPL Energy Inc. employees, 
Interprovincial Pipe Line employees, Consumers Gas employees, and employees 
associated with more than 20 other corporate entities. By year end we had become 
Enbridge, and our employees had all become Enbridge Inc. employees. Now we truly 
are “One Company with One Vision,’ and together under a single brand we are 
ideally positioned to continue to deliver long term value to shareholders. 


On behalf of the Board of Directors: 


ah 


D.J. Taylor B.F. MacNeill 
Chairman of the Board of Directors President & Chief Executive Officer 


February 24, 1999 


1998 Was a Year of System Expansion 


Expansion projects added thousands of kilometres of 
pipeline in Canada and the United States in 1998. 


Construction spreads were kept busy in five provinces 
and five states. 


Enbridge’s objective of delivering superior shareholder value from its portfolio of 

liquids transportation assets focuses on three key strategies: expanding infrastructure 
to meet customer needs in a timely and responsive manner, applying innovation to 
deliver best-in-class performance and operating efficiency; and supporting a regulatory 
framework that encourages a collaborative, incentive based rate making approach. 

In 1998, Enbridge made continued progress on all three fronts, particularly in 
system expansion. A number of projects were started or essentially completed. All 
are scheduled for start-up in 1999, demonstrating the Company’s unique ability to 
deliver reliable, cost effective service for customers regardless of project size, 
scope or technical challenge. 

All of the projects reflect Enbridge’s commitment to taking a leading role in 
working with the Company’s customers — crude oil and liquids producers and 
shippers — to meet their long term transportation requirements. 

Phase | of the Terrace Expansion was just one of the projects undertaken in 
1998, but it was a major one. Phase | of Terrace is significant because it will add, 
by September 1999, a total of 170,000 barrels per day of heavy crude oil capacity. 
In light of anticipated declines in light crude oil production from the Western Canadian 
Sedimentary Basin, Terrace will harness the growing demand for heavy oil, particularly 
in markets in the Midwestern United States. 


Phase | of Terrace and SEP I! will add significant 
capacity to Enbridge’s mainline system. 


Other expansion projects add new sources cf supply 
and tap new markets for Western Canadian oil. 


Construction began on Terrace in Canada in August. Pipeline construction was 
essentially completed in February 1999, and station facilities will be completed by 
September 1999. At the peak of activity in late 1998, five construction spreads 
were laying pipe in Canada and the United States, with additional crews working 
on pump stations. In all, a workforce of more than 2,500 was in the field. They 
constructed 620 kilometres of new pipeline in Canada and another 160 kilometres 
in the United States. They also began work on a new tank site in Superior, Wisconsin, 
and modified 13 existing pump stations in Saskatchewan and Manitoba. 

A similar effort went into construction of the Athabasca Pipeline, another heavy 
oil related project that will transport synthetic crude oil 547 kilometres from the 
Suncor Tar Island facilities, north of Fort McMurray, Alberta, to the Hardisty hub. 
Capacity of the line will be 570,000 barrels per day. Just under half the line was 
built between June and November 1998. The balance required winter construction, 
which began in January 1999 with two construction spreads and a workforce of 
more than 1,000 moving into the field. The line is scheduled to be in service in 
the second quarter of 1999. 

The result of all of this expansion activity will be the addition of a significant 
amount of capacity. At year end 1998, the Enbridge Pipelines system in Canada 
had capacity to transport approximately 1.9 million barrels per day. By year end 
1999, when all of the expansion projects that were under way in 1998 are fully 
in service, Enbridge expects its system capacity to be approximately 2.2 million 
barrels per day in Canada. : 


Operations Review 


ENERGY TRANSPORTATION 


ENERGY DISTRIBUTION 


Enbridge is in the energy business, 
and is recognized as a leader in the 
liquids pipelines and gas distribution 
businesses in areas such as Safety, 
environmental stewardship, use of 
leading edge technology, reliability of 
service, and cost efficient operations. 


The Energy Transportation business 
segment is built around Enbridge 
Pipelines Inc. and a 16.6% interest 

in Lakehead Pipe Line Partners,L.P. 
Enbridge Pipelines, formerly known 

as Interprovincial Pipe Line Inc., and 
Enbridge (U.S.) Inc. operate a pipeline 
system that is the longest and most 
complex crude oil and natural gas 
liquids pipeline in the world. The 
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Enbridge pipeline system consists of 
approximately 8,300 kilometres of 
pipeline, extending from Edmonton, 
Alberta, to Gretna, Manitoba, and from 
Sarnia, Ontario, to Montreal, Quebec. 
Lakehead, which is the connecting 
system in the United States, consists 
of approximately 5,300 kilometres of 
pipeline transporting crude oil and 
natural gas liquids from Western 
Canada, the Western United States 
and the Gulf Coast region to refining 
centres in the Midwestern United 
States and Eastern Canada. 


System expansion 

Driven by customer demand, Enbridge 
has been adding capacity to its pipeline 
system since the early 1990s. A number 
of major expansion projects were 

under construction in 1998, and will 
significantly add to capacity in 1999. 


> System Expansion Program II: 

SEP II construction was completed in 
January 1999. The project involved 
construction of 148 kilometres of 
new 20 inch diameter pipeline 
between Looma (near Edmonton) 

and Hardisty, Alberta, and construction 
on the Lakehead system of a new 
743 kilometre, 24 inch diameter 
pipeline (Line 14) from Superior, 
Wisconsin, to Chicago, Illinois. SEP II 
adds 100,000 barrels per day of 
capacity in Canada and 170,000 
barrels per day in the United States. 
Cost of the project was approximately 
US$450 million of which Cdn$160 
million was spent in Canada. 

> Terrace Expansion Phase |: 
Construction began on Terrace in 

the summer of 1998 and pipeline 
construction was substantially 
completed in February 1999. Phase | 
involved construction of 620 kilometres 
of 36 inch diameter pipeline segments 
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in Canada and 160 kilometres of 

36 inch diameter pipeline segments 
on the Lakehead system in the 
United States, between Kerrobert, 
Saskatchewan, and Clearbrook, 
Minnesota. Initially, 95,000 barrels 
per day of capacity will be added, 

with a further 75,000 barrels per day 
planned by September 1999 following 
completion of station facilities. 
Estimated costs are $610 million in 
Canada, and US$138 million for the 
Lakehead system in the United States. 
Line 9 reversal: Line 9 is the section 
of the Enbridge system built in 1976 
to transport crude oil from Sarnia, 
Ontario, to Montreal, Quebec. When 
operation became uneconomic, 
shipments to Montreal were curtailed. 
Enbridge and four refiners developed 
a project to reverse the flow to enable 
Ontario refiners to gain access to 
foreign crude oil imported into 
Montreal. Construction for Line 9 


Enbridge’s Energy Transportation business began as the 
1947 Leduc oil discovery was ushering in a new energy 
era for Western Canada. Today, Enbridge Pipelines Inc. 
and its affiliates operate a crude oil and liquids pipeline 
system that goes farther and is more advanced than 
any other, transporting more than two million barrels 


of liquid hydrocarbons daily throughout the Company’s 


continental network. 
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reversal was started in 1998, and the line is expected to be in service in May 
1999. Initial capacity will be 160,000 barrels per day, increasing to 240,000 
barrels per day. The estimated cost is approximately $90 million. 

> Athabasca Pipeline: Enbridge Pipelines (Athabasca) Inc. began construction in 
1998 on 4a pipeline that will deliver synthetic crude oil from the oil sands near 
Fort McMurray, Alberta, to Hardisty, Alberta. The Athabasca system will be 547 
kilometres of 30 inch diameter pipeline, with capacity of 570,000 barrels per 
day. The line is expected to be in service in the second quarter of 1999. The 
estimated cost is approximately $475 million. 


Feeder and other pipelines 

The acquisition, in whole or in part, of pipelines that feed into the Enbridge system 

or extend delivery into other market areas is part of Enbridge’s strategy for growth. 

In addition to its mainline system, Enbridge owns and operates: 

> Enbridge Pipelines (NW) Inc., which delivers crude oil from Norman Wells, N.W.T. 
to Zama, in northern Alberta; 

> Two feeder pipelines —- Enbridge Pipelines (Saskatchewan) Inc. and Enbridge 
Pipelines (North Dakota) Inc., both acquired in 1995 and originally named 
Producers and Portal Pipelines, respectively. 


Tar Island 
Hardisty i 
q 


Toronto 
Salt Lake City ‘ 


# Patoka 


Enbridge has a 43.8% interest in Frontier Pipeline Company, which delivers 
crude oil from Casper, Wyoming, to near Salt Lake City, Utah, and a 30% interest 
in Mustang Pipe Line, which transports crude oil from the Lakehead system near 
Chicago to Patoka, Illinois. 

In 1998, Enbridge purchased a 22.8% interest in the Chicap Pipe Line Company, 
which receives crude oil bound for the Chicago area from Patoka. The investment 
adds to Enbridge’s strength in a key market area, and geographically diversifies the 
Company's pipeline asset base to include participation in the Gulf Coast-to-Chicago 
corridor. Also in 1998, Enbridge completed a short but strategic pipeline to connect 
the Lakehead system to refineries in Toledo, Ohio, opening up additional markets 
for Canadian heavy oil. The Toledo Pipeline has capacity of more than 80,000 
barrels per day. 


International 

Enbridge views selective international investment as an opportunity to leverage its 
expertise in liquids pipelines and terminals. The Company's first investment was 
a 17.5% interest in the OCENSA crude oil pipeline in Colombia. Enbridge is joint 
operator of this successful venture which has capacity to ship 500,000 barrels 
per day from the Cusiana oil fields in central Colombia to storage and shipping 
facilities on the Caribbean coast. 

A consortium in which Enbridge holds a 45% interest has negotiated the acquisition, 
which is anticipated to close in 1999, of the Jose Terminal on the coast of Venezuela 
for US$385 million. This will be Enbridge’s second major international investment. 
The terminal is a recently completed crude oil terminal and shipping facility with 
capacity of 800,000 barrels per day and considerable potential for future expansion. 

Enbridge International Inc. is responsible for international operations and 
business development, and Enbridge Technology Inc. is responsible for international 
consulting and the provision of pipeline operation technologies and training services. 
A-notable example in 1998 was consulting and advisory services provided to PEMEX 
Refining on how to automate and modernize the national crude oil and refined 
products pipeline system in Mexico. 


Liquids Pipelines 
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—— Enbridge Pipelines Inc./ 


Lakehead Pipe Line 
Partners, L.P. 


—— Enbridge Pipelines (NW) Inc. 
—— Enbridge Pipelines 


(Saskatchewan) Inc. 
Enbridge Pipelines 

(North Dakota) Inc. 
Mustang Pipe Line Partners 
Frontier Pipe Line Company 


-—— Enbridge Pipelines 


(Athabasca) Inc. 
Chicap Pipe Line Company 


Marketing 

Enbridge entered the liquids marketing 
sector in 1998. The Company has a 50% 
interest in Tidal Energy Marketing Inc., the 
largest independent marketer of crude 
oil and liquids in Canada. The Company 
also established Enbridge Petroleum 
Exchange Inc., the first Canadian company 
to offer Internet based crude oil trading. 


Natural gas transmission 

Enbridge has interests in three natural 

gas projects currently being developed to 

transport natural gas to growing markets 

in Eastern Canada and to the Eastern and 

Midwestern United States. 

> Alliance Pipeline received final 
regulatory approvals in 1998, and 
is preparing to construct a 3,000 
kilometre natural gas pipeline from 
Fort St. John, B.C., to the Chicago 
area. The line is scheduled to be in 
service in late 2000 and will have the 
capacity to deliver 1.3 billion cubic feet 
per day. Enbridge has a 21.4% interest. 
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Natural Gas Transmission 


-—— Alliance Pipeline 
project 

— Vector Pipeline 
project, proposed 

—— Millennium Pipeline 
project, proposed 


Enbridge Consumers Gas, the core of Enbridge’s Energy 
Distribution business, is Canada’s largest natural gas 
distribution company. It delivers natural gas to more than 


1.4 million customers in Ontario, Quebec and New York State. 
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> Enbridge is the sponsor of the Vector 
Pipeline project, and has a 75% 
interest. Vector would extend 530 
kilometres from Chicago to Dawn, 
Ontario, connecting with Alliance 
and other natural gas transmission 
systems to move approximately 

1 billion cubic feet per day of gas to 
customers in Eastern Canada, and 
the Midwestern and Eastern United 
States. Vector expects to be in 
service by late 2000. 

> The Millennium Pipeline project 
would take gas received near Dawn 
and transport it 530 kilometres to a 
point near New York City. Millennium 
also expects to be in service by late 
2000. Enbridge has an option to 
exchange a portion of its interest 

in Vector with another company to 
obtain an interest in Millennium. 


Energy Distribution 


The Energy Distribution business segment is built around The Consumers’ Gas 
Company Ltd., which now operates as Enbridge Consumers Gas. Enbridge 
Consumers Gas is Canada’s largest natural gas distribution company, providing 
service to customers in Ontario, Quebec and parts of New York State. Related 
subsidiaries include: 

> Gazifére Inc., which distributes gas in southwestern Quebec, 

> St. Lawrence Gas Company Inc., which serves upper New York State, and 

> Niagara Gas Transmission Ltd., which provides gas transmission services 

to Enbridge Consumers Gas, Gazifére and St. Lawrence Gas, and links 

southwestern Ontario storage facilities with pipelines in Michigan. 

In 1998, Enbridge Consumers Gas distributed an average of 397 billion cubic feet 
of natural gas per day to more than 1.4 million residential, commercial and industrial 
customers. The Company has expanded its customer base with approximately 
150,000 additions since the beginning of 1996, including approximately 52,000 
new customers added in 1998. 


Unbundling 

For years, Enbridge Consumers Gas has operated as an integrated, regulated utility, 
delivering natural gas to customers, supplying heating and related appliances, and 
providing maintenance and other services. However, the growing shift to energy 
deregulation is resulting in an impending change of considerable significance to 
Enbridge Consumers Gas. Unbundling is the removal of the ancillary products and 
services from the regulated business, thereby eliminating the regulatory constraints 
that hamper the market responsiveness and competitiveness of those businesses. 


Enbridge is building the energy bridge that will enable 
the Company to continue transporting, distributing 
and providing energy and energy services in the most 


innovative, cost effective and competitive way imaginable. 


WE DELIVER TO CONSUMERS 


In 1998, the Company filed an application with the Ontario Energy Board for 
approval to split into two separate entities: one, Enbridge Consumers Gas, would 
be a regulated utility to distribute gas, and the other, Consumersfirst — an Enbridge 
Company, would provide retail energy services in an unregulated, competitive 
business environment. Incentive rate setting may also accompany unbundling, and 
Enbridge Consumers Gas has applied for a performance based regulation system 
which would, if approved, be effective for the fiscal years from 2000 to 2002. 
Hearings on these applications began in December 1998 and a decision is 
expected in early 1999. 


Geographic diversification 
Through its 32% interest in Noverco Inc., Enbridge participates in gas distribution 
and transmission in Quebec and the Northeastern United States. Hydro-Québec and 
Gaz de France are the other principal shareholders of Noverco. Noverco also holds 
a 10% reciprocal interest in Enbridge. As a result of these reciprocal shareholdings, 
Enbridge has developed a strategic alliance with Hydro-Québec, one of North 
America’s largest and lowest cost producers of electricity. This alliance will provide 
significant competitive advantages with respect to electric power distribution and 
co-generation opportunities. 

Enbridge is a participant in Gas New Brunswick, which is pursuing natural gas 
distribution rights in New Brunswick. 


Energy Distribution 


@ Enbridge Consumers Gas 

@ Noverco Inc. 

m Enbridge proposed New 
Brunswick distribution rights 
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Electricity and convergence 
Enbridge entered the electric energy 
sector with the completion of its 
acquisition of Cornwall Electric in July 
1998. Cornwall Electric distributes 
electric power to the City of Cornwall 
and adjacent townships, and was the 
first municipal electric utility in Ontario 
to be sold by a municipal owner to a 
private sector investor. 

The acquisition provides Enbridge 
with a base to capitalize on the evolving 
deregulation of the electricity market in 
Ontario. It also positions Enbridge to 
capitalize on emerging opportunities for 
convergence of natural gas and electric 
power operations. The infrastructure 
required for providing gas and electricity 
services is similar, and there is 
opportunity for shared provision of 
meter reading, monthly billing, grid 
maintenance and other services. 
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Retail Energy Services 

Enbridge is using its extensive 
experience in Enbridge Consumers Gas 
as a base for making a measured entry 
into the emerging world of deregulated 
and unbundled retail energy services in 
Canada and the United States. The 
Company is already the largest gas 
appliance retailer in Canada, and the 
largest retailer of hearth products in 
North America. 

In Canada, Consumersfirst — an 
Enbridge Company, was created to 
spearhead Enbridge’s entry into retail 
energy services, building initially on 
the existing customer base of Enbridge 
Consumers Gas. Consumersfirst began 
by delivering natural gas brokerage 
services, and has now started to offer a 
complementary portfolio of retail energy 
products and services such as the sale 
and maintenance of heating and air 
conditioning equipment, hearth products, 
and financing for those appliances. The 
Company's principal operations are 
currently focused on the B.C. lower 
mainland and Ontario. 

Retail energy service opportunities 
also have been identified in the United 
States, where governments are going 
through similar stages of energy 
deregulation and unbundling. In 1998, 
Enbridge (Pennsylvania) Inc. was created 
to test the potential for developing a 
retail energy services business in the 
Philadelphia area. 


Health, Safety, Environment 

Enbridge’s business activities are diverse, but all share a common commitment to 
health, safety and protection of the environment. That commitment extends from 
the Company’s Board of Directors through to employees in the field. 


Health and safety 

In Energy Transportation, the liquids pipeline group uses a Safety Management 
System to integrate all safety components into a comprehensive system of 
policies, programs and procedures. The objective is to promote a safe work 
environment, identify and control health and safety hazards, and promote the safety 
of all company and contract personnel. Last year, Enbridge Pipelines received the 
Canadian Energy Pipeline Association (CEPA) Safety Award for achieving the lowest 
total injury frequency rate in its category in 1997, and in 1998, Enbridge Pipelines 
operated with no employee lost-time accidents. 

In Energy Distribution, a new Safety Management System was developed for 
Enbridge Consumers Gas to further strengthen existing systems. In addition, a major 
third-party audit was conducted to monitor compliance with health and safety 
regulations and assess the Company’s health and safety management systems. 


The environment 

Both Enbridge Pipelines and Enbridge Consumers Gas use Environmental 
Management Systems that consist of policies, programs and procedures designed 
to provide the Company and external stakeholders with assurance that Enbridge is 
operating in an environmentally responsible manner. 


WE DELIVER SAFELY AND RESPONSIBLY 


Last year, Enbridge Pipelines received the 1997 CEPA Environmental Management 
Award recognizing superior performance related to habitat protection, mitigation 
and restoration. Environmental impact assessment, regulatory liaison, permitting 
and construction inspection support was provided for several projects in 1998, 
including the major liquids pipelines expansion programs. The Company continued 
to provide financial support to initiatives that foster environmental awareness and 
education, and in 1998, the Company’s community based Environmental Initiative 
Program funded 25 projects to promote the preservation and enhancement of 
natural areas along the pipeline route. 

At Enbridge Consumers Gas, environmental support was provided for development 
of four new gas storage wells and 13 new pipeline projects. The Company also 
developed, with Union Gas, environmental screening principles for distribution 
expansion projects by Ontario natural gas utilities, and “leave to construct” criteria 
that are expected to reduce the number of future pipeline projects requiring Ontario 
Energy Board approval. As part of its 150th anniversary celebration, Enbridge 
Consumers Gas participated in an environmental partnership with the EverGreen 
Foundation to plant 150 trees at 150 schools over a three year period. In addition, 
69 schools within the Company’s franchise area participated in the annual Enbridge 
Consumers Gas environmental essay challenge. 

In February 1999, Enbridge Consumers Gas and Enbridge Pipelines were 
recognized by the national Climate Change Voluntary Challenge and Registry Inc. 
They were recognized at the 1998 Leadership Awards ceremony for their commitment, 
action and leadership towards the voluntary reduction of greenhouse gas emissions. 
Enbridge Consumers Gas won the award in the Oil and Gas — Pipelines and Natural 
Gas Distribution category, and Enbridge Pipelines was a runner-up. 


Investing in the Community 


Enbridge kicked off its United Way campaign in 
Edmonton with a little help from the Edmonton Garrison. 


Toronto employees supported their United Way with 
a walkathon. 


In 1998, Enbridge continued to enhance quality of life and volunteer participation 
in a growing number of communities. Enbridge determines its level of involvement 
and evaluates specific community investment opportunities based on the proximity 
of each community to areas where the Company operates and to the level of 
customer, employee and other stakeholder representation. 

Health/social services and education are two pillars that support Enbridge's 
community investment endeavours and receive the greatest portion of community 
investment dollars. Enbridge believes that fostering healthy, well educated communities 
benefits the widest number of individuals. The Company also supports environmental, 
cultural and civic programs and organizations. 

In 1998, Enbridge invested approximately $3.0 million in community based 
initiatives. The Community Investment Program helped fund: 
> The Conquering Cancer Campaign. Enbridge contributed $400,000 to the 

Alberta Cancer Board, which is building a $30 million endowment fund dedicated 

to supporting Alberta based cancer research. By underwriting all costs associated 

with the fundraising campaign, Enbridge’s unique gift is enabling the Alberta 

Cancer Board to direct every dollar raised to the research program and is 

establishing a partnership precedent for other companies to emulate. 


The Community Services Team cooked for 23,000 people 
after the January 1998 ice storm in Ontario and Quebec. 


Employees created human energy spirals in Toronto 
and Edmonton as part of the October brand launch. 


> The United Way. Employee-led campaigns for this widely recognized social 
services organization plus Company funds for employee-matching campaigns 
resulted in a total contribution of more than $850,000 for United Way agencies. 

> Ice Storm Relief Effort. When a devastating ice storm hit parts of Ontario, Quebec 
and Northeastern United States in January 1998, Enbridge moved quickly to 

help. Employees in Western Canada raised funds by creating the Wild Rose Ice 

Storm Relief Effort and Enbridge Pipelines employees dispatched generators to 

communities in need. At Enbridge Consumers Gas, the Community Services 

Special Events Team was mobilized in less than 24 hours, and in a one week 

period delivered food for 100,000 people and cooked for another 23,000. 
> The Enbridge Consumers Gas Homeless Fund. Enbridge Consumers Gas 

supported a number of special events in 1998 as part of celebrations marking 

the Company’s 150th anniversary. A major initiative was the creation of a fund 
to assist in the growing problem of homelessness in Toronto. 

Enbridge encourages employee participation in organized volunteer efforts, and 
has a Volunteers in Partnership program that rewards employees and their family 
members by contributing $100 to the charitable organization of their choosing for 
every 60 hours of volunteer time they contribute. 

Given the Company’s commitment to “community,’ it was only natural that the 
introduction of the new corporate brand would involve communities. Employees, 
shareholders, customers and community stakeholders all played a role in the official 
celebrations and launch activities that were held in more than 35 Company operating 
locations, three time zones and five countries last October. In addition to community 
events such as the creation of human energy spirals and downtown parades, national 
newspapers, magazines, outdoor posters and television stations carried the Enbridge 
brand launch advertising campaign to communities throughout North America. 


Management’s Discussion and Analysis 


Overview 

Enbridge’s 1998 results are reflected in the following five key indicators: 

> Earnings — Despite the warmest weather on record in Enbridge’s key market areas, 1998 earnings grew 
to $240.9 million ($3.31 per share) from $217.3 million ($3.15 per share) in 1997 and $180.3 million 
($2.90 per share) in 1996. 

+> Dividends — Dividends rose to $2.24 per common share, representing an increase of 6% over 1997 and 
10% over 1996. 

> Return on average shareholders’ equity — The return on average shareholders’ equity amounted to 
13.8% in 1998 compared with 14.2% in 1997 and 15.0% in 1996. 

> Capital investment — Since the beginning of 1996, Enbridge has invested $2.6 billion in additions to 
property, plant and equipment and approximately $0.9 billion in long term investments and acquisitions 
of subsidiaries and joint ventures. 

> Financing — Implementation of Enbridge’s growth strategy over the past three years has been facilitated 
by the Corporation’s continued access to capital markets. Since the beginning of 1996, the Corporation 
has raised over $3.4 billion through debt and equity offerings in both Canada and the United States. 


Financial Highlights 


(Canadian dollars in millions, except per share amounts) 1998 1997 1996 
Segmented Earnings 
Energy Transportation 176.7 122°) 97.4 
Energy Distribution 91.1 124.2 THES 
Corporate and Other (26.9) (29.4) (28.9) 
cing 240.9 217.3 180.3 
Cash Provided from Operating Activities 1 316.2 443.8 492.6 
Dividends 168.3 Aiea! 125.9 
Per Share Amounts 
Earnings 3.31 Sl5 2.90 
Dividends 2.24 DEANE 2.03 


1 Prior years’ amounts have been restated to conform to the new Statement of Cash Flows standard adopted in 1998. 


Segmented Earnings 


Earnings increased $23.6 million over 1997. The improvement Earnings (millions of dollars) 
reflects higher Energy Transportation earnings resulting from 
sustained earnings under incentive tolling, returns generated 


from system expansions and the settlement of an insurance 240.9 
claim outstanding since 1991. Higher investment income from 
Colombian pipeline operations as well as allowances recorded pee 


for funds used during construction (AFUDC) of pipeline projects 
also contributed positively to earnings growth of the Energy 
Transportation segment. These gains, coupled with a full year 
contribution from the strategic investment in Noverco Inc., 
were partially offset by the impact of warmer weather and a 
lower allowed rate of return for gas distribution operations. 

The improvement in 1997 earnings over 1996 was primarily 
a result of the full year impact of the acquisition of the 15% 
minority interest of Enbridge Consumers Gas in December 
1996, combined with increased earnings from both International‘ Energy Transportation 
and North American pipeline operations. oe 

Since 1996, cash provided from operating activities has 
decreased primarily due to increased working capital 
requirements more than offsetting higher cash earnings. 

Dividends paid over the last three years reflect both increases in the dividend rate and the number of 
common shares outstanding. As a result of sustained growth in earnings, quarterly dividends increased to 
$0.515 per share in the third quarter of 1996, to $0.545 per share in the third quarter of 1997 and to 
$0.575 per share in the third quarter of 1998, representing increases of 3.0%, 5.8% and 5.5%, respectively. 


Energy Transportation 


The results of the Energy Transportation segment include contributions from three primary North American 

liquid hydrocarbon pipeline systems: the Canadian portion of the main crude oil pipeline (Enbridge 

System), the 16.6% owned portion located in the United States (Lakehead System) held through a U.S. 

Master Limited Partnership (Partnership) and a wholly owned pipeline originating in the Northwest 155 
Territories (Enbridge (NW) System). The segment also includes the Corporation’s interests in the wholly 

owned Enbridge Pipelines (Athabasca) and the 21.4% owned Alliance Pipeline Project. In addition, Energy 
Transportation reflects earnings from feeder pipelines and the Corporation’s investment in the OCENSA 

crude oil pipeline in Colombia. 


Energy Transportation Earnings 


(Canadian dollars in millions) 1998 1997 1996 
North American Operations 
Enbridge System 81.7 68.3 59.6 
Lakehead System 25.9 16.0 10.4 
Enbridge (NW) System 11.0 12.6 eS e2. 
Enbridge Pipelines (Athabasca) 13.5 - - 
Alliance Pipeline Project 8.6 - = 
Feeder pipelines and other 11.7 9.5 9.4 
152.4 106.4 92.6 
International 24.3 16.1 4.8 
176.7 NZS 97.4 


The increase in Enbridge System earnings over the three year period is attributable to sustained 
achievements under incentive tolling, significant expansions of the system, as well as a $4 million after 
tax impact of the settlement of an insurance claim in 1998. Under the incentive tolling arrangement 
entered into in 1995, higher earnings are achieved by maximizing system utilization and increasing 
operating efficiency, unlike traditional cost based regulation where earnings were based on the level of 
capital investment. Under the agreement, earnings in excess of pre-determined thresholds are shared 
between the Corporation and its customers. In 1998, after tax cost savings amounted to $16.7 million, 
providing a net benefit of $9.0 million to the Corporation (1997 — $9.3 million, 1996 — $4.7 million) and 
$7.7 million to industry (1997 — $8.0 million, 1996 — $3.4 million). Since January 1, 1996, after tax benefits 
of $42.1 million have been shared approximately 55% and 45% by the Corporation and industry, respectively. 
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Deliveries by Product Type1 
(thousands of barrels per day) 


2,136 
2,083 


1,970 


@ Light crude oil 
@ Medium and heavy crude oil 
OG Refined products and natural gas liquids 


Deliveries by Destination 1 
(thousands of barrels per day) 


@ Eastern Canada 
@ United States 
oe Prairies 


1 Includes deliveries by the 16.6% owned 
Lakehead System 


Enbridge System earnings were also positively affected over the last 
three years by system expansions. The first phase of the System Expansion 
Program (SEP |) was completed in 1996, while the Canadian leg of the 
second phase of the System Expansion Program (SEP Il) was completed in 
late 1998. In addition, construction began on the first phase of the Terrace 
Expansion Project this year. 

The Lakehead System achieved higher throughput volumes in 1998, resulting 
in increased equity earnings. Enbridge also benefited from greater incentive 
allocations due to achieving target distribution levels to the unitholders of the 
Partnership. In 1998, Lakehead System earnings also included an after tax 
gain of $6 million related to the settlement of an outstanding insurance 
claim. The impact of foreign exchange rate fluctuations on these U.S. dollar 
denominated cash flows in 1998 was substantially eliminated through the 
Corporation’s foreign exchange hedging program. The Lakehead System's 
1997 earnings improved over 1996 as a result of higher incentive distributions 
as well as the effects of the settlement with the Federal Energy Regulatory 
Commission (FERC) of various contested tariff rate cases awarded in 1996. 

In 1998 and 1997, Enbridge (NW) System earnings decreased as a result 
of a reduction in the allowed rate of return on equity from an average of 
13.625% in 1996 to 10.67% in 1997 and to 10.21% in 1998. Through an 
agreement with the main shipper on the system, Enbridge (NW) returns are 
based on a deemed equity ratio of 55% and the National Energy Board (NEB) 
prescribed multipipeline rate of return on equity. 

Contributions from the wholly owned Enbridge Pipelines (Athabasca) in 
1998 related to AFUDC on capital of $283.8 million as at December 31, 
1998. Similarly, equity earnings from the 21.4% owned Alliance Pipeline 
Project related to AFUDC on expenditures of approximately $600 million 
incurred by the Project. 

Earnings from the feeder pipeline systems which connect with the main 
pipeline system have remained stable over the three year period with a higher 
contribution in 1998 from the 43.8% owned Frontier Pipeline which transports 
crude oil from Casper, Wyoming, to Salt Lake City, Utah. 


International earnings primarily represent income from the Corporation’s U.S. dollar denominated 
investment in the OCENSA pipeline in Colombia. Enbridge earns a pre-established fixed rate of return on 
its investment and acts as joint operator earning operating fees. The improved contributions resulted from 
higher investment levels over the three year period, as well as the receipt of operating fees which commenced 
in 1996. The Corporation also generates earnings from its international technology and consulting services 
which are essentially offset by international business development costs. 


Energy Distribution 


The Energy Distribution segment includes earnings from Enbridge Consumers Gas and related utilities as well 
as contributions from the Corporation’s'32% interest in Noverco acquired in mid 1997. Expenditures incurred 
in the emerging energy services and electricity distribution initiatives are also reflected in this segment. 


Energy Distribution Earnings 


(Canadian dollars in millions) 1998 1997 1996 
Enbridge Consumers Gas and Related Utilities 82.5 12522 133.9 
Minority Interest - - (221) 

82.5 1252 111.8 
Noverco Lie? 6.9 - 
Energy Services and Other (9.1) (7.9) - 

91.1 124.2 a Bl be 3 


Enbridge Consumers Gas is a rate of return regulated natural gas distribution utility serving approximately 
1.4 million customers in central and eastern Ontario. The Ontario Energy Board (OEB) sets expected 
earnings based upon a deemed capital structure, an allowed rate of return on common equity, an approved 
rate base and costs expected to be incurred by the utility assuming normal weather. As a result, year over 


Enbridge Consumers Gas 
Approved Return on Common Equity (%) 


11.5 


11.875 


11.65 


Enbridge Consumers Gas 
Approved Rate Base (millions of dollars) 


3,283 
3,059 


2,831 


Combined Gas Utilities 
Number of Active Customers (thousands) 


year earnings reflect the allowed rate of return as well as differences between 
OEB approved and actual capital expenditures, operating expenses, interest 
expense, income taxes, and gas distribution volumes, the latter being 
significantly sensitive to weather. 

In 1998, earnings from Enbridge Consumers Gas fell 34% from 1997, 
primarily due to warmer than normal weather and a reduction in the allowed 
rate of return on common equity, partially offset by rate base growth and cost 
mitigation strategies. Contributions in 1997, after deduction of minority interest, 
increased 12% over 1996 as a result of the acquisition of the remaining publicly 
held common shares of Enbridge Consumers Gas in December 1996. This 
was partially offset by the impact of weather. 

As noted previously, earnings of Enbridge Consumers Gas are highly sensitive 
to weather. Degree days 1, which represent a measure of coldness in the 
franchise area, were 3,352 in 1998 compared with 4,011 in 1997 and 4,209 
in 1996. The Corporation estimates that the significantly warmer weather in 
1998 resulted in a reduction of earnings of approximately $40 million when 
compared with earnings expected under normal weather patterns. In response, 
the Corporation implemented a variety of cost reduction initiatives, operational 
efficiencies and other corporate actions across the Enbridge Group of Companies 
to substantially mitigate the impact of warmer weather on consolidated results. 

Enbridge Consumers Gas has added approximately 150,000 customers 
since the beginning of 1996, including approximately 52,000 in 1998. The 
continued popularity of natural gas among homeowners and builders, due to 
its relative price advantage and environmental benefits over other forms of 
energy, has been the primary driver in the expansion of the customer base. 
The impact of this rate base growth, however, was partially offset in 1997 
and more than offset in 1998 by a reduction in the allowed rate of return. 
For the 1998 fiscal year, Enbridge Consumers Gas’ allowed rate of return 
was 10.3% (1997 — 11.5%; 1996 — 11.875%) on a deemed 35% equity 17> 
component and a rate base of $3,059 million (1997 — $2,831 million; 

1996 — $2,602 million). 

In August 1997, the Corporation purchased $181.4 million of Noverco’s 
preference shares and $151.0 million of Noverco’s common shares, 
representing a 32% equity interest. Noverco is a holding company whose 
principal asset is an 80% interest in Gaz Métropolitain and Company, Limited 
Partnership which is engaged in natural gas distribution in Quebec and 


Vermont. Noverco also holds a 50% interest in TQM Pipeline and Company, Limited Partnership which 
owns and operates a gas transportation pipeline in Quebec. 

Earnings from Noverco reflect the Corporation’s 32% equity interest adjusted for the effect of the 10% 
reciprocal shareholding in Enbridge and the amortization of the excess of the purchase price paid over 
the underlying net book value of the assets. Variations from normal weather have no effect on Noverco’s 
earnings as the Quebec regulator holds utilities weather neutral. In addition, the preference shares of 
Noverco entitle the Corporation to a cumulative dividend based on the yield of 10 year Government of 
Canada bonds plus 4.45%. The weighted average yield on the preference shares, which is reset annually, 
was 10.60% and 10.81% for 1998 and 1997, respectively. 


Enbridge Consumers Gas 
Degree Day Deficiency (degrees Celsius) 


@ Actual Degree Day Deficiency 
@ Forecast Based on Normal Weather 


Energy Services provides integrated energy products and services to 
customers. The loss in 1998 and 1997 reflected start up costs and general 
Energy Distribution business development expenses. 

In July 1998, Enbridge acquired all of the outstanding shares of Cornwall 
Electric for $68.0 million. Cornwall Electric provides electrical power to residents 
of Cornwall, Ontario, and surrounding areas. Earnings from Cornwall Electric 
were nominal in 1998 and have been included in Energy Services and Other. 


1 Degree day deficiency is a measure of coldness which is indicative of volumetric requirements of 
natural gas utilized for heating purposes in all markets. It is calculated by accumulating for each 
day in the fiscal period the total number of degrees by which the daily mean temperature fell below 
18 degrees Celsius. The figures given are those accumulated in the Toronto area. 
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Corporate and Other 


Corporate and Other items include investing and financing activities such as general corporate investments 
and costs associated with financing non regulated activities. 

In 1998, one time gains resulting from the sale of non strategic real estate and the recovery of previously 
expensed assets under a financing arrangement were more than offset by higher interest costs resulting 
from increased debt levels and higher average interest rates. Average debt levels increased as a result 
of corporate acquisitions and investments. Furthermore, the dilution gain on the Corporation’s investment 
in U.S. pipeline operations, as more fully described below, did not reoccur in 1998, partially offsetting the 
effect of lower corporate provisions in the year. Corporate provisions include amounts provided for potential 
liabilities arising from claims in the normal.course of business. 

Included in 1997, and also offsetting increased interest costs and higher corporate provisions over 1996, 
is a gain resulting from the dilution of the Corporation’s investment in the U.S. pipeline operations. In 
October 1997, the Partnership completed a public issue of additional Partnership Units. As the Corporation 
elected not to participate in this offering, its effective interest in the partnership was reduced from 18% to 
16.6%. The proceeds received by the Partnership were allocated among the capital accounts of the unitholders 
based upon the increase in Partnership net assets attributable to each interest as a result of the issue. 
The Corporation’s pro rata share of Partnership net assets increased by $16.3 million ($10 million after 
tax) which was recognized as a dilution gain and included in investment and other income. 


Results of Operations 


The following discussion focuses on the significant variances affecting income statement line items 
including, where appropriate, analysis of segmented revenue and expense items as presented in Note 2 
to the Consolidated Financial Statements. 


Energy Transportation 


(Canadian dollars in millions) 1998 1997 1996 
Operating Revenue 514.6 oye}Aab 508.7 
Operating and Administrative Expense (256.5) (246.4) (224.4) 
Depreciation (87.6) (85.8) (88.4) 
Operating Income 170.5 185.9 195.9 
Investment and Other Income 107.4 58.1 31.4 
Interest Expense (61.4) (66.6) (70.2) 
Earnings Before Undernoted 216.5 177-4 AUS ihe! 
Income Taxes (39.8) (54.9) (59.7) 
Earnings 176.7 122.5 97.4 


Operating revenue in 1998 reflected higher revenues from international technology and consulting services 
which largely offset lower revenue from the Canadian pipeline system caused by the impact of prior years’ 
income tax recoveries. These recoveries were refunded to the shippers through lower tolls. Under the pipeline 
system’s Incentive Tolling Agreement, income tax amounts are passed through to shippers as a component 
of pipeline tolls, and as a result earnings are unaffected. Also contributing to the decline was a reduced rate 
of return and lower rate base on the Enbridge (NW) System. Revenues were higher in 1997 when compared 
with 1996 as a result of system expansions and the recovery of certain operating costs from the shippers, 
partially offset by the full year impact of the mid 1996 Amending Agreement on Enbridge (NW) System revenues. 

Operating and administrative expenses increased in the Energy Transportation segment by $10.1 million 
over 1997 as a result of increased international technology and consulting activities and Year 2000 
remediation costs. In 1997, increased business development expenses, higher property taxes, the full 
year impact of the acquisition of a 30% interest in the Mustang joint venture and general cost increases 
accounted for much of the variance from 1996. 

During the last three years, depreciation expense has remained relatively constant as growth in 
property, plant and equipment from capacity expansion and acquisitions has been essentially offset by a 
reduction in Enbridge (NW) System depreciation in 1996, the result of an extended project life under the 
Amending Agreement. 

Investment and other income has increased since 1996, more than offsetting the decline in operating 
income. In 1998, investment and other income reflected the increased investment in the Colombia pipeline 
project, AFUDC from the construction of the Enbridge Pipelines (Athabasca) and Enbridge System expansions, 
as well as equity earnings from the investments in the Alliance Pipeline Project, the Partnership and U.S. 
feeder pipelines. These contributions, due to the nature of the accounting treatment accorded to such 


investments, are included in investment and other income. Also included in 1998 is a $16 million gain on 
the settlement of an insurance claim outstanding since 1991. Investment and other income improved in 
1997 compared with the prior year due to higher contributions from investments in the Colombia pipeline 
project and the Partnership. 

Interest expense in the Energy Transportation segment has declined in 1998 and 1997 primarily as a 
result of capitalized interest associated with expansion projects more than offsetting the effect of increased 
debt levels in the segment. 

Income tax expense has declined since 1996 in conjunction with lower effective tax rates primarily a result 
of higher non taxable items such as AFUDC and an increase in contributions from lower tax rate jurisdictions. 


Energy Distribution 


(Canadian dollars in millions) 1998 1997 1996 
Operating Revenue 
Gas sales 1,416.1 1,763.9 1,749.8 
Transportation 130.5 25.9 leer 
Other 280.5 PX 186.3 
1,827.1 2,001.9 1,949.2 
Gas Costs (865.0) (1,036.4) (1,064.3) 
Operating and Administrative Expense (413.0) (386.7) (345.5) 
Depreciation (218.7) (186.0) (146.6) 
(1,496.7) (1,609.1) (1,556.4) 
Operating Income 330.4 392.8 392.8 
Investment and Other Income 25.5 EG 4.4 
Interest Expense (178.0) (164.1) (158.7) 
Earnings Before Undernoted 177.9 240.3 238.5 
Income Taxes (86.8) (116.1) (104.6) 
Minority Interest = - (22545) 
Earnings 91.1 124.2 alleles} 


Since 1996, operating revenue from Energy Distribution has reflected the impact of continued growth in 19> 
the utility rate base, weather conditions and decreases in the allowed rate of return as set by the OEB. 
Operating revenue fell in 1998 due to significantly warmer than normal weather combined with a lower 
allowed rate of return partially offset by growth in rate base. In 1997, operating revenue improved over 
1996 primarily as a result of customer additions and a stronger economic environment offset by the effect 
of warmer weather. Distribution volumes for the last three years amounted to 397 billion cubic feet (bcf), 
428 bcf and 429 bcf in 1998, 1997 and 1996, respectively. 

Within operating revenue, gas sales in 1998 declined due to lower distribution volumes caused by the 
effects of warmer weather and the movement of customers from sales to transportation service. This 
migration has no effect on earnings as the commodity cost of gas is flowed through to customers with no 
mark up. Other revenue has increased over the last three years due to higher revenue from ancillary programs 
within the regulated utility as well as new Energy Services and electricity distribution operations. 

The decline in gas costs in 1998 from 1997 corresponded to the decrease in consumption due to the 
effect of weather and the migration of customers from sales to transportation service, partially offset by 
higher unit gas costs. The decrease in gas costs in 1997 from 1996 is also attributable to lower sales 
volumes, partially offset by a slight increase in unit gas costs. 

Operating and administrative expenses for the Energy Distribution segment 


Combined Gas Utilities 
Volume of Gas Distributed 
(billions of cubic feet) 


397 


428 


429 


391 


418 


For comparative purposes, the 1994 operating statistics 
reflect full year results of Enbridge Consumers Gas prior 
to the June 30, 1994, acquisition date. 


have increased each year, largely as a result of costs associated with serving 
an expanding customer base, inflationary increases and the growth of ancillary 
operations within the regulated utility as well as new Energy Services and 
electricity distribution operations. 

In 1998 and 1997, Enbridge Consumers Gas depreciation expense increased 
due to higher depreciation rates approved by the OEB in 1997 combined with 
increases in the proportion of assets with higher depreciation rates. Growth in 
property, plant and equipment necessary to serve the expanding customer base 
over the last three years also contributed to increasing depreciation expense. 

Investment and other income consisted primarily of earnings from the 
Corporation’s investment in Noverco acquired in mid 1997, resulting in the 
corresponding year over year increase. 
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Interest expense increased over the last three years reflecting the impact of increased borrowings to 
support capital expenditures. 

Income taxes, which are primarily calculated using the taxes payable method under regulatory accounting, 
fell in 1998 from 1997 primarily as a result of lower pre tax earnings. Income taxes increased in 1997 over 
1996 consistent with the higher pre tax earnings. The higher effective income tax rate since 1996 reflects 
non tax deductible purchase price discrepancy amortization associated with the purchase of the remaining 
interest in Enbridge Consumers Gas in December 1996. The effect of this amortization was partially offset 
by non taxable earnings from the Noverco investment acquired in mid 1997. 


Corporate and Other 


(Canadian dollars in millions) 1998 1997 1996 
Operating and Administrative and Depreciation Expense (8.2) (7.5) (8.4) 
Investment and Other Income 23.5 6.8 (4.1) 
Interest Expense (73.5) (45.4) (42.4) 
Loss Before Undernoted (58.2) 7 (46.1) (54.9) 
Income Tax Recovery 31.3 16.7 26.0 
Loss (26.9) (29.4) (28.9) 


Over the last three years, Corporate and Other net operating and administrative expense has remained consistent. 

Investment and other income in 1998 reflected the impact of gains on the sale of non strategic real estate 
and the recovery of previously expensed assets held in trust under a financing arrangement. Corporate 
provisions for claims arising in the normal course of business partially offset these gains. A 1997 dilution 
gain from the public issue of Partnership Units in which the Corporation did not participate did not reoccur 
in 1998 partially offsetting the effect of lower corporate provisions. This dilution gain also substantially 
accounts for the increase in 1997 over 1996. 

The substantial rise in interest expense in 1998 over 1997 reflected the impact of borrowings incurred 
to fund acquisitions and investments as well as business development activities in addition to the impact 
of higher average interest rates. In 1997, interest expense increased marginally over 1996 as a result of 
slightly higher debt levels partially offset by lower average interest rates. 

The effective income tax rate fluctuated substantially from year to year due to the nature of items included 
in Corporate and Other. 


Liquidity and Capital Resources 


The Corporation’s cash generated from operations in combination with continuous access to capital markets 
in Canada and the United States as well as approximately $2.1 billion in unutilized credit facilities provide 
sufficient resources to finance growth opportunities, debt repayments and dividend distributions. (For a 
further description of the Corporation’s committed and uncommitted credit facilities, reference should be made 
to Note 10 to the Consolidated Financial Statements.) 


Summary of Cash Flows 


(Canadian dollars in millions) 1998 1997 1996 
Cash Provided by Operating Activities ee rien 
Earnings plus charges (credits) not affecting cash 536.1 488.2 464.8 
Changes in working capital (219.9) (44.4) 27.8 
316.2 443.8 492.6 
Cash Used in Investing Activities 

Capital expenditures (1,388.4) (651.4) (560.5) 
Investments and acquisitions (257.1) (438.4) (233.7) 
Other 51.3 24.9 (28.2) 
(1,594.2) (1,064.9) (822.4) 

Cash Provided by Financing Activities 
Debt issued (net) 1,178.6 490.1 304.8 
Preferred shares 123.3 - - 
Common shares 218.0 31536 141.5 
Dividends (168.3) (147.1) (125.9) 
Minority interest - - (8.6) 
1,351.6 658.6 321.8 
Increase (Decrease) in Cash 73.6 SiS: (18.0) 


Prior years’ amounts have been restated to conform to the new Statement of Cash Flows standard adopted in 1998. 
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Operating Activities 
Cash provided from operating activities remains sensitive to changes in working capital as a result of the 
sensitivity of gas distribution operations to variations in weather, causing fluctuations in the levels of gas 
in storage, and to changes in unit gas costs. Increases in working capital in 1998 and 1997 are primarily 
due to higher accounts receivable associated with new business activities and increased gas in storage 
resulting from both the growth of utility operations as well as higher unit gas costs. 


Investing Activities 
Cash used in investing activities in 1998 was $1.6 billion, representing an increase of 50% over 1997 
and 94% over 1996. The substantial increase in investing activities since 1996 reflects the Corporation’s 
growth strategy in a changing North American energy delivery and services market. 
Capital additions related to system expansions in Energy Transportation 
Capital Expenditures and Investments combined with ongoing improvements and replacements of existing facilities, 
(millions of dollars) accounted for the large increase in the level of capital expenditures over the 
last three years. In 1998, construction commenced on the wholly owned 
Enbridge Pipelines (Athabasca) with $266.7 million spent during the year. 
979 Additionally, $481.1 million was spent on the first phase of the Terrace 
Expansion which began construction in the third quarter of 1998. In late 
1998, the Canadian leg of SEP Il was completed with capital spending of 
$58.8 million. Capital expenditures in 1997 and 1996 primarily related to 
SEP Il and SEP I, respectively. 
Energy Distribution capital expenditures remained relatively constant 
over the three year period averaging approximately $400 million per year, 
© Long Term Investments and Acquisitions representing the continuous growth in the customer base. 
@ Energy Distribution Capital Expenditures In 1998, the Corporation continued to expand its investment and 
ES OE IER NE AL a subsidiary portfolio, acquiring all of the outstanding shares of Cornwall 
Electric for $68.0 million. Cornwall Electric provides electrical power to the 
residents of Cornwall, Ontario, and surrounding areas and operates a small thermal co-generation plant. In 
the third quarter of 1998, the Corporation acquired a 22.8% equity interest in the Chicap Pipe Line 
Company for $33.3 million (US $21.7 million). The pipeline transports crude oil between the refining 21> 
centres of Patoka and Chicago, Illinois. 
Long term investments in 1998 also reflected investments in the Colombia pipeline project of U.S.$2.5 million 
(1997 — U.S.$38.7 million; 1996 — U.S.$47.0 million) and $105.4 million (1997 — $30.5 million) in the Alliance 
Pipeline Project, a natural gas pipeline extending from Fort St. John, British Columbia, to Chicago, Illinois. 
Included in long term investments in 1997 was the purchase for $332.4 million of $181.4 million of 
Noverco’s preference shares and $151.0 million or 32% of its outstanding common shares. In related 
transactions, the Corporation sold 7.75 million of its common shares to Noverco for total proceeds of 
$380.4 million. The sale of shares to Noverco occurred in three transactions. In August 1997, 6.0 million 
shares and a warrant to purchase a further 1.5 million shares were sold for $287.1 million. The warrant 
was exercised in June 1998 with settlement in November 1998 for proceeds of $76.5 million. Also in 
November 1998, Enbridge issued a further 250,000 common shares to Noverco at a price of $67.05 per 
common share in conjunction with a public share offering completed at the same price. As a result, Noverco’s 
common share interest in the Corporation was approximately 10% at December 31, 1998 (1997 - 8%). 
In 1996, the Corporation acquired the remaining 15% of the common shares of Enbridge Consumers 
Gas. The $248.6 million purchase price was financed in part by the exchange of common shares of the 
Corporation having a fair value of $105.1 million, with the remainder financed initially by variable rate 
borrowings. The acquisition of the joint venture interest in the Mustang pipeline accounted for the 
remaining investment in 1996. 


Financing Activities 
Over the three year period, the Corporation’s level of financing activities reflected its growth and 
investment strategies. 

Financing between debt and equity is determined primarily on the basis of a capital structure 
appropriate for the business. Certain of the Corporation’s regulated pipeline and gas distribution 
operations are self funding and issue long term debt, usually in the form of fixed rate debentures or 
medium term notes, supplemented by equity injections from the parent company to finance capital 
additions. Debt related to non regulated activities issued at the corporate level has been incurred mainly 
to finance business acquisitions and investments in subsidiaries, and is supplemented with the issue of 
share capital. Funds for debt retirements are generated through cash provided from operating activities, 
as well as through the issuance of replacement debt. 
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Debt and Equity Issues (millions of dollars) In 1998, Energy Transportation issued $200 million of medium term notes 


and $73 million of variable rate financing (net) to finance expansions of the 
1,179 pipeline system. Minor sinking fund repayments of $22 million were also 
made in the year. Energy Distribution replaced maturing long term obligations 
and sinking fund payments of approximately $260 million and funded asset 
growth with the issuance of $595 million of medium term notes. To fund 
corporate investments, bridging of pipeline construction activities and the 
maturing of $125 million of long term obligations, the Corporation issued 


@ Debt issues net of repayment $400 million of medium term notes and approximately $326 million of 


® Equity issues 


variable rate financing (net). 

During 1997, Energy Transportation issued $50 million in medium term 
notes and an additional $62 million in variable rate financing to support capacity expansions of the 
pipeline system and meet debt maturity obligations of $21 million. Consistent with its large capital 
expenditure program and to replace maturing long term obligations of approximately $70 million, Energy 
Distribution issued $200 million of medium term notes and effectively converted (through the use of long 
term interest rate swaps) approximately $100 million of short term borrowings into medium term debt 
maturing in 2002. To fund corporate investment activities, the Corporation issued $155 million of variable 
rate financing and a $100 million medium term note. 

In 1996, Enbridge ’s operating segments issued $270 million under medium term note programs to 
finance capital expenditures and to meet debt maturities of $95 million, primarily in the Energy Distribution 
segment. The Corporation also retired $70 million of fixed rate debt of the Enbridge Pipelines (NW) System 
in connection with the Amending Agreement. The $152 million increase in variable rate financing primarily 
represented proceeds from the issue of commercial paper to finance the acquisition of the minority 
interest in Enbridge Consumers Gas. 

As at December 31, 1998, the number of common shares outstanding has grown to 77.9 million shares 
from 60.9 million shares at the beginning of 1996. In addition to shares issued upon the acquisition of 
the 15% minority interest in 1996 and the shares issued to Noverco in 1997 and 1998, Enbridge has 
raised approximately $420 million of equity in the three year period. Significant equity issues included 
a $125 million public offering of preferred shares in December 1998, a $117 million public offering of 
treasury common shares in November 1998 and a $111 million public offering of common shares in 
October 1996. The Corporation’s Dividend Reinvestment and Share Purchase Plan has also contributed 
$63 million to equity since 1996. 

Dividends paid over the past three years have reflected a growing regular quarterly dividend on an 
increasing number of common shares. In August 1998, the quarterly dividend per share increased to 
$0.575 reflecting increases of $0.03 and $0.06 from August 1997 and August 1996, respectively. 


Financial Risk Exposure and Management 


Earnings, cash flow and rates charged to customers are subject to volatility stemming mainly from 
movements in the weather, U.S./Canadian dollar exchange rates, the price of natural gas, and interest 
rates. In order to minimize these risks for both its ratepayers and shareholders, the Corporation utilizes a 
variety of hedging instruments to create an offsetting position to specific exposures. All of these instruments 
are employed in connection with an underlying asset, liability or anticipated transaction, and are not used 
for speculative purposes. In implementing its hedging programs, the Corporation has established formal 
analysis and execution procedures, which require the prior approval of either the Board of Directors or a 
committee of senior management. Ongoing monitoring and senior management reporting procedures with 
respect to the hedging programs have also been established. 


Foreign Exchange 


In 1997, the Corporation established a hedging program to eliminate 80% to 100% of the long term exposure 
relating to U.S. dollar denominated investments. At the end of 1998, the Corporation has hedged future cash 
flows of approximately U.S.$39 million per annum (1997 — U.S.$30 million) as well as U.S.$100 million 
(1997 — U.S.$100 million) on the redemption of the Corporation’s investment in Colombia, thereby 
mitigating potential currency exposures on the anticipated cash flows from, and redemption of, these 

U.S. dollar investments. 


Natural Gas Prices 

As allowed under the regulatory framework governing the Corporation's natural gas distribution operations, 
the Corporation hedges the cost of a portion of its future natural gas supply requirements. At December 
31, 1998, approximately 17% of its forecast fiscal 1999 system gas supply requirements, or 31.1 billion 


cubic feet, was hedged. As the cost of natural gas ultimately flows through to customers in the form of 
regulated gas costs, the customer realizes the results of this risk mitigation strategy. The OEB monitors 
the policies, procedures and results of this hedging program. 


Interest Costs 

To hedge against the effect of future interest rate movements on certain of its short term and long term 
borrowing requirements, the Corporation enters into various interest related hedging instruments. As at 
December 31, 1998, the Corporation has effectively fixed interest rates on $120 million of variable rate 
debt through floating to fixed interest rate swaps. 

In anticipation of future debt issuances related to specific committed capital projects, the Corporation 
enters into financial contracts to hedge a portion of the interest cost associated with the anticipated issues. 
As at December 31, 1998, the Corporation has hedged a portion of the interest cost of $200 million of 
anticipated future debt issuances through the use of bond forwards with a notional principal of $153 million 
and settlement dates of less than one year. 


A detailed description and analysis of these transactions, including the duration, carrying amounts and 
current valuations are included in Note 13 to the Consolidated Financial Statements. At December 31, 
1998, no material credit risk exposure existed as the Corporation only enters into off balance sheet risk 
management transactions with creditworthy institutions that possess strong investment grade ratings or 
where such transactions are secured with approved forms of collateral. Additionally, as the Corporation 
did not settle hedging instruments in advance of the hedged transactions, there were no gains or losses 
deferred in relation to any of the Corporation’s off balance sheet hedges of anticipated transactions at 
December 31, 1998 and 1997. 


Future Prospects 
When used in this section, the words “anticipate, “expect, “project” and similar expressions are intended 
to identify forward looking statements. Such statements are subject to certain risks, uncertainties and 
assumptions pertaining to operating performance, regulatory parameters, weather, economic conditions, 
etc. Should one or more of these risks or uncertainties materialize, or should underlying assumptions prove 
incorrect, actual results may vary significantly from those expected. 

Enbridge expects continued earnings growth from its Energy Transportation segment in 1999 as a result 
of significant additional capacity expansions in conjunction with the full year impact of 1998 investments 
and acquisitions. The Corporation anticipates that warmer than normal weather in key market areas, 
however, may impact results of the Energy Distribution segment, partially offsetting the additional 
contributions from Energy Transportation. 

Enbridge’s earnings are generally insulated from the impact of fluctuations in crude oil and natural gas 
prices. Energy Transportation does not take ownership of the commodities transported and the changes in 
gas prices do not have an effect on Energy Distribution earnings as, subject to regulatory approval, the 
commodity cost of gas is flowed through to customers. However, in the long term, sustained low crude oil 
prices could have an adverse effect on the Corporation's pipeline expansion opportunities and prolonged 
high gas prices could affect the economics of gas usage by customers in comparison with alternate fuels. 

With the ongoing transformation of the Corporation from a “rate regulated” entity into a diversified energy 
transporter and service provider in North America and internationally, the risk profile of the Corporation is 
changing modestly. The entry into new non regulated businesses requires more “at risk” capital to be spent, 
however, higher returns from these businesses are also expected. Costs related to these new activities are 
deferred only if there is a reasonable certainty that the outcome of the project will benefit future periods. 
Otherwise, provisions are made against the project costs or such costs are expensed. As well, provisions 
are made for potential liabilities, if any, resulting from claims against the Corporation arising in the normal 
course of business including contested income tax reassessments. The ultimate outcome of these items 
cannot be reasonably estimated at this time. However, in the opinion of management, exposures in excess 
of the provisions made, if any, would not be material. 


Energy Transportation 
During 1998, the Energy Transportation segment started construction on several expansion and pipeline 
projects. In December 1998, the Corporation completed the Canadian portion of the second expansion of 
the Canadian/U.S. pipeline system (SEP II) which will result in increased capacity of 100,000 barrels per 
day in 1999. In addition, Enbridge anticipates the completion of Phase | of the Terrace Expansion Project 
in 1999, providing an incremental 95,000 barrels per day capacity in the first quarter, increasing to 
170,000 barrels by the third quarter. 
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Construction commenced in 1998 on the wholly owned Enbridge Pipelines (Athabasca) System with 
completion scheduled for the second quarter of 1999. The 30 inch pipeline has a design capacity of 
570,000 barrels per day and will access the expanded Enbridge System at the hub in Hardisty, Alberta. 
The Line 9 reversal project also began construction in 1998 with initial capacity of 160,000 barrels per 
day expected to come on stream during the second quarter of 1999. 

The resulting increases in throughput are expected to benefit the Corporation’s pipeline systems in 1999 
and beyond. Earnings, however, will continue to be sensitive to maximizing system utilization and achieving 
operating cost efficiencies as a result of incentive tolling arrangements. While system utilization may be 
impacted by low oil prices in the near term, industry has affirmed the need for additional future capacity 
as well as the need to complete all expansions currently under way. Furthermore, the Corporation is 
substantially protected against shortfalls in the system utilization under the incentive tolling arrangements 
in Canada. In 1999, the Corporation will continue negotiations with shippers to renew the existing incentive 
tolling arrangement which expires that same year. 

Increases in 1999 Enbridge System earnings are anticipated to be generated primarily from the Terrace 
expansion with SEP II and Line 9 earnings, partially offset by Year 2000 project costs, accounting for the 
remaining growth. In 1999, Enbridge Pipelines (Athabasca) will continue to earn AFUDC until the pipeline 
commences commercial operations. 

Under the indexed tolling methodology, Lakehead System earnings are more sensitive to system 
utilization levels. The recent weakness in crude oil prices is anticipated to cause downward pressure on 
Lakehead's system utilization levels in 1999. However, given Enbridge's level of ownership in this system, 
the effect of lower deliveries would not be material to the Corporation. 

Enbridge (NW) earnings are expected to remain at levels comparable to 1998 as no significant expansions 
are planned. Earnings from feeder pipelines are expected to increase in 1999 primarily as a result of the 
full year impact of the investment in the Chicap Pipe Line. Earnings from International are expected to 
remain consistent with 1998 as no additional investments in Colombia are anticipated. 

Having received all necessary regulatory approvals, construction on the 21.4% owned Alliance Pipeline 
Project will begin in 1999. The investment is accounted for using the equity basis and is expected to 
contribute significant earnings through AFUDC earned on the increased construction activity. | 

In early 1999, the Corporation also anticipates receiving final regulatory approval for the Vector Pipeline | 
Project in which it currently holds a 75% interest. Enbridge expects to swap a portion of interest for a | 
corresponding interest in the Millennium Pipeline Project. Millennium anticipates receiving final regulatory 
approval in 1999. Both systems are expected to be in service by late 2000. 

On January 5, 1999, the Corporation announced that it had entered into an agreement to acquire, 
through a Venezuelan general partnership, a 45% interest in the U.S.$385 million Jose Crude Oil Storage 
and Ship Loading Terminal project in Venezuela from PDVSA Petroleos y Gas, S.A., a subsidiary of Petroleos 
de Venezuela, S.A. (PDVSA). The project entails the acquisition and operation of existing onshore and 
offshore terminaling facilities located within the Jose Industrial Complex, a large petroleum and petrochemical 
complex. The terminal will handle crude oil from eastern Venezualen fields for loading onto tankers for 
export, and will have initial throughput capacity of approximately 800,000 barrels per day. In the year of 
acquisition, contribution to Enbridge earnings is not anticipated to be material. 


Energy Distribution 


For Enbridge Consumers Gas’ 1999 fiscal year, the OEB has approved a rate of return of 9.51% ona 
deemed 35% equity component of a rate base of $3,283.2 million. This represents a 0.79% decrease 
in the rate of return and a 7.3% growth in the rate base. Excluding the impact of weather (as discussed 
below), contributions from Enbridge Consumers Gas for 1999 could be lower than 1998 as the lower 
allowed equity return is not anticipated to be fully offset by customer additions and rate base growth. 
Since customers are billed on a volume basis, the Corporation’s ability to recover its total revenue 
requirement (i.e., the cost of providing service) depends on achieving the forecast distribution volumes 
established in the rate making process. Weather during the year has a significant impact on sales to 
and transportation of gas for customers in the higher margin residential and commercial markets (which 
account for approximately two-thirds of total distribution volumes) as the majority of gas distributed to 
these markets is ultimately used for space heating. Sales and transportation service to large volume 
commercial and industrial customers are more susceptible to the prevailing economic conditions, 
including the price of competitive energy sources for those customers combined with the ability to 
switch to alternate fuels. Customer additions are important to all market sectors as expansion adds 
to the overall consumption of natural gas. 


Unbundling 


Noverco 


In the first quarter of fiscal 1999, weather in Enbridge Consumers Gas’ franchise continued to be 
warmer than normal, resulting in gas distribution volumes that are 13 bcf lower than expected under 
normal weather conditions. The Corporation is unable to comment on whether these weather patterns 
are indicative of the balance of fiscal 1999. 


The environment in which Enbridge Consumers Gas conducts its business is changing rapidly and 
pervasively. The most advanced example of the change is the gas marketing component of the traditional 
natural gas distribution business in which the distribution utility has supplied natural gas to its entire 
customer base. In 1998, gas supplied by Enbridge Consumers Gas amounted to approximately 34% of 
the gas distributed to its customer base with the remaining 66% purchased directly by customers or 
supplied by independent brokers or marketers. Enbridge Consumers Gas performs distribution and billing 
services for these brokers and marketers. 

Most of the recent changes in the regulatory business environment deal with the broader concept of 
“unbundling” which is emerging in North America. “Unbundling” involves the removal from the utility of 
business activities which are subject to open market competition. Enbridge Consumers Gas currently 
conducts a number of such business activities. In an application to the OEB for the establishment of fiscal 
1999 rates, Enbridge Consumers Gas filed its proposed plans to transfer certain of these businesses and 
related activities and assets to Consumersfirst Ltd., a wholly owned subsidiary of Enbridge, to operate 
these businesses independently outside of regulation. 

Unbundling provides opportunities for the non core business activities to grow outside of regulation. 
Regardless of the extent to which Enbridge Consumers Gas is ultimately unbundled, it faces competition 
from domestic and foreign based competitors. 

Enbridge Consumers Gas, in its application for 1999, has also applied for an incentive mechanism in 
relation to the operation and maintenance component of its cost of service which would, if approved, be 
effective during the 2000 through 2002 fiscal years. Incentive regulation was recommended by the OEB 
as part of its “Advisory Report to the Minister of Energy, Science and Technology” released in 1997. A move 
to incentive regulation should have favourable implications for Enbridge Consumers Gas, by providing the 
opportunity to reduce regulatory costs and by providing the potential of additional earnings through the 
application of incentive mechanisms. 255 

The OEB hearing to address the unbundling of business activities and incentive regulation commenced 
in January 1999 with a decision expected in March 1999. As a result of the timing of regulatory approvals, 
the full impact of these initiatives is not expected to be realized until 2000. 

The Corporation’s measured approach to expanding into the North American Energy Services market 
will continue in 1999. 


Earnings from Noverco are primarily derived from Enbridge’s preferred share holdings which are anticipated 
to yield after tax returns of approximately 10%. 


Year 2000 Issue 


The Corporation’s Year 2000 Readiness Program continued on schedule, with several milestone points 
being reached by December 31, 1998. The divisional Year 2000 Project Teams have compiled a 
comprehensive list of all computer hardware and software, embedded chip technologies and business 
processes including those having significant third party interdependencies. A risk assessment and 
business impact analysis of each item has also been completed and the Corporation has prioritized its 
efforts and resources to ensure that all critical processes and assets are made to be compliant on a 
timely basis. Some critical systems, such as certain accounting systems which have been replaced under 
a business system upgrade project, are already known to be Year 2000 compliant, thereby reducing the 
risk of failure. 

The most critical systems are those that operate and control liquids hydrocarbon and gas distribution 
pipelines, as neither the Energy Transportation nor the Energy Distribution segment can operate without 
them. These systems are used to control the entire liquid pipeline system, including related tank farms, 
and the natural gas distribution systems, including related storage facilities. Instrumentation along the 
pipelines measure and control temperatures, pressures, volume flow, pump operation, valve operation 
control equipment and alarm states. This information is also passed to various control systems to help 
monitor and track hydrocarbons flowing in the system. The control systems are expected to be compliant 
by mid 1999. 


€26 


Sensitivities 


In addition, the Year 2000 Project Teams have identified third parties whose non compliance may have 
a significant effect on the ability of the Corporation to continue to conduct its business without disruption 
from Year 2000 problems. Dialogue has been established with these entities in order to ascertain whether 
they will be Year 2000 compliant in advance of January 1, 2000. 

The most significant third party interdependencies are reliance on electrical and telecommunication 
suppliers as they are essential to the ability to transport hydrocarbons through the Energy Transportation 
and Energy Distribution systems. Also of significance are the suppliers of natural gas to Enbridge Consumers 
Gas, and feeder pipeline systems which deliver much of the hydrocarbons entering the Enbridge Pipelines 
System, as are the connected receiving pipelines and refineries. 

While the Corporation is unable to provide a current assessment of these critical suppliers’ Year 2000 
compliance progress, communication with these entities and monitoring of their Year 2000 readiness 
status will continue. In the case of critical suppliers and feeder pipelines, joint testing initiatives may also 
be implemented. Where timely assurance is not received, restrictions on use or replacement of vendors 
will be considered. 

In the review of the systems potentially impacted by the Year 2000 problem, Enbridge is giving 
consideration to the repair, replacement, workaround, outsourcing and other methods of eliminating 
deficiencies. Enbridge is currently involved in various stages of implementing its Year 2000 compliance 
initiatives and expects to have all critical processes and assets compliant by mid 1999, at which point 
lower risk systems will be remediated. 

In order to address unforeseen Year 2000 problems that could arise and in an attempt to minimize 
business disruptions, Enbridge is developing business continuity plans for all critical processes, systems, 
technologies and external relationships. These plans are expected to be completed by mid 1999. 

Preliminary cost estimates for achieving Year 2000 compliance for the Corporation are approximately 
$60 million, including $17 million in capital costs and $43 million of operating costs, with approximately 
$15 million having been incurred to the end of December 1998. No material resource constraints have 
been encountered to date. Although management believes this estimate to be reasonable, due to the 
complexities outlined above, there can be no assurance that the actual costs of the project will not differ 
materially from the estimated costs. The Corporation is currently investigating recoverability of a portion of 
these costs from customers. 

Despite the Corporation’s best efforts, there can be no guaranties that all systems and applications 
will continue without interruption through January 1, 2000 and beyond. Limited testing ability on commercial 
software packages and the complexity of identifying all embedded microprocessors that may be contained 
in a great variety of hardware used for process or flow control, environmental, transportation, security, 
communication and other systems may result in non compliant systems. Additionally, despite ongoing 
dialogue with interdependent third parties there can be no assurance that their systems will be fully 
compliant. In the event of critical system or supplier failure, liquid hydrocarbon or natural gas deliveries 
could be temporarily delayed until corrective action is taken or contingency plans are implemented. Failures 
that result in substantial disruptions of business activities could be material to the Corporation. 


The following sensitivities are presented net of the effect of Enbridge’s hedging activities. The Corporation 
estimates that a 1% change in interest rates results in a $5 million change in earnings and $5 million in 
cash flow from operations. As a result of the Corporation’s foreign exchange hedging program, there are 
no material sensitivities to exchange rate fluctuations. 

By virtue of the regulatory environment in which the Energy Distribution segment operates, the Corporation’s 
natural gas distribution operations have regulatory mechanisms in place providing a potential for recourse 
for changes in the price of natural gas. Energy Transportation’s exposure to changes in crude oil and natural 
gas liquids prices is limited to impacts on utilization of the system as the Corporation does not physically 
own the commodities it ships. In periods of sustained low prices, producers may temporarily shut in 
producing wells, thereby adversely affecting the system’s utilization. In the long term, changes in commodity 
prices may impact the Corporation’s ability to negotiate favourable transportation agreements as well as 
expansion plans, the effect of which is not quantifiable at this time. 

In the short term, Energy Distribution earnings and cash flow are sensitive to changes in weather 
patterns. The degree of this sensitivity is dependent on numerous factors, including the timing of the 
weather variance, the impact on operating and maintenance expenditures, and the Corporation’s mitigation 
strategies. Accordingly, a reliable indicator of this short term sensitivity is currently not determinable. In 
the long term, however, by virtue of the weather normalization formula applied by the regulator in setting 
rates, short term differences between actual and normal degree days are recovered or refunded through 
future rates. 


Management’s Report E ) 
NBRIDGE 


To the Shareholders of Enbridge Inc. (formerly IPL Energy Inc.) 

Management is responsible for the accompanying consolidated financial statements and all other 
information in this Annual Report. The consolidated financial statements have been prepared in 
accordance with Canadian generally accepted accounting principles and necessarily include amounts that 
reflect management’s judgement and best estimates. Financial information contained elsewhere in this 
Annual Report is consistent with the consolidated financial statements. 

Management has established systems of internal control that provide reasonable assurance that 
assets are safeguarded from loss or unauthorized use and produce reliable accounting records for the 
preparation of financial information. The internal control system includes an internal audit function and 
an established code of business conduct. 

The Board of Directors and its committees are responsible for all aspects related to governance of 
the Corporation. The Audit, Finance & Risk Committee of the Board, composed of directors who are not 
officers or employees of the Corporation, has a specific responsibility for ensuring that management 
fulfills its responsibilities for financial reporting and internal controls related thereto. The Committee 
meets with management, interna! auditors and independent auditors to review the consolidated financial 
statements and the internal controls as they relate to financial reporting. The Audit, Finance & Risk 
Committee reports its findings to the Board for its consideration in approving the consolidated financial 
statements for issuance to the shareholders. 

PricewaterhouseCoopers LLP, appointed by the shareholders as the Corporation’s independent 
auditors, conducts an examination of the consolidated financial statements in accordance with generally 
accepted auditing standards. 


B.F. MacNeill D.P. Truswell 
President & Chief Executive Officer Senior Vice President & Chief Financial Officer 
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Auditors’ Report 


To the Shareholders of Enbridge Inc. (formerly IPL Energy Inc.) 

We have audited the consolidated statements of financial position of Enbridge Inc. (formerly IPL Energy 
Inc.) as at December 31, 1998 and 1997 and the consolidated statements of earnings, retained earnings 
and cash flows for each of the years in the three year period ended December 31, 1998. These financial 
statements are the responsibility of the Corporation’s management. Our responsibility is to express an 
opinion on these financial statements based on our audits. 

We conducted our audits in accordance with generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements. An audit also includes assessing 
the accounting principles used and significant estimates made by management, as well as evaluating the 
overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material respects, the 
financial position of the Corporation as at December 31, 1998 and 1997 and the results of its operations 
and cash flows for each of the years in the three year period ended December 31, 1998 in accordance 
with Canadian generally accepted accounting principles. 


} gio Aa hesooleces.» 


Calgary, Alberta, Canada Chartered Accountants 
January 15, 1999 


€28 


Consolidated Statement Of Earnings 2 ) 
NBRIDGE 


(Canadian dollars in millions, except per share amounts) 


Year ended December 31, 1998 1997 1996 

Operating Revenue 
Gas sales 1,416.1 156329 1,749.8 
Transportation 624.8 533 5ilGea 
Other 300.8 218.8 192.0 
2,341.7 2,520.0 2,457.9 

Expenses 

Gas costs 865.0 1,036.4 1,064.3 
Operating and administrative 675.0 638.4 SiG 
Depreciation 309.0 274.0 230 
1,849.0 1,948.8 1,877.6 
Operating Income 492.7 Be 580.3 
Investment and Other Income (Note 3) 156.4 76.5 Shiley/ 
Interest Expense (Note 4) (312.9) (276.1) (271.3) 
Earnings Before Undernoted 336.2 371.6 340.7 
Income Taxes (Note 5) (95.3) (154.3) (138.3) 
240.9 ZA eS 202.4 
Minority Interest (Note 8) - - (22.1) 
Earnings 240.9 PAW (or: 180.3 
Earnings Per Share (Note 11) 3.31 3.15 2.90 


Consolidated Statement Of Retained Earnings 


(Canadian dollars in millions, except per share amounts) 


Year ended December 31, 1998 1997 1996 
Retained Earnings at Beginning of Year 336.7 266.5 2125 
Earnings 240.9 PHYS 180.3 
Preferred Share Issue Costs (Note 11) (1.7) - - 
Dividends (168.3) (147.1) (125.9) 
Retained Earnings at End of Year 407.6 8% {5)57/ 266.5 
Dividends Per Share 2.24 2al2 2.03 


a 
‘ 


The accompanying notes to the consolidated financial statements are an integral part of these statements. 


Consolidated Statement Of Cash Flows 


(Canadian dollars in millions) 


Canenipes 


Year ended December 31, 1998 1997 1996 
(restated) (restated) 

Cash Provided from Operating Activities 
Earnings 240.9 PLATE 180.3 

Charges (credits) not affecting cash: 
Depreciation 309.0 274.0 237.0 
Deferred income taxes (26.1) (0.1) 1216 
Minority interest - - PUPP AN 
Other 12.3 (3.0) 12.8 
Changes in non cash working capital (Note 6) (219.9) (44.4) 27.8 
316.2 443.8 492.6 

Investing Activities 
Long term investments (Note 7) (181.0) (434.8) (65.0) 
Acquisition of subsidiaries and joint ventures (Note 8) (76.1) (3.6) (168.7) 
Additions to property, plant and equipment (1,388.4) (651.4) (560.5) 
Changes in non cash working capital (Note 6) 61.9 36.2 - 
Other (10.6) (11.3) (28.2) 
(1,594.2) (1,064.9) (822.4) 
Financing Activities 

Variable rate financing, net 349.0 130.6 197.4 
Fixed rate financing, net (Note 10) 829.6 359.5 107.4 
Minority interest - - (8.6) 
Preferred shares 123.3 - - 
Common shares 218.0 625.6 aA 
Dividends (168.3) (147.1) (125.9) 
1,351.6 658.6 Sula fs} 
Increase (Decrease) in Cash 73.6 Sieo (18.0) 
Cash at Beginning of Year 51.3 13.8 31.8 
Cash at End of Year 124.9 les} 13.8 


Prior years’ amounts have been restated to conform to the new Statement of Cash Flows Standard adopted in 1998. 
The accompanying notes to the consolidated financial statements are an integral part of these statements. 
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Consolidated Statement Of Financial Position B ) 
NBRIDGE 


(Canadian dollars in millions) 


December 31, 1998 1997 
Assets 
Current Assets 
Cash 124.9 513 
Accounts receivable and other 611.3 436.6 
Gas in storage 357.8 309.9 
1,094.0 797.8 
Long Term Investments (Note 7) 676.9 Sdives 
Deferred Charges and Other 212.1 142.1 
Property, Plant and Equipment, Net (Note 9) (6,364.2 5 21520) 
8,347.2 667252 


Liabilities And Shareholders’ Equity 
Current Liabilities 


Short term borrowings 400.4 398.8 
Accounts payable and other 540.9 493.3 
Interest payable 87.9 70.9 
Current portion of long term liabilities 257.5 409.4 
1,286.7 1,37 2:4 
Long Term Debt (Note 10) 4,502.3 3,166.4 
Deferred Credits 116.3 59.8 
Deferred Income Taxes 380.5 374.2 
Commitments and Contingencies (Note 16) - 
6,285.8 4,972.8 
Shareholders’ Equity 
©30 Share capital (Note 11) 
Preferred shares 125.0 = 
Common shares 
Issued — 1998 -— 77,855,000 (1997 — 74,164,000) 1,659.8 1,441.8 
Retained earnings 407.6 33657) 
Foreign currency translation adjustment (9.1) 12.9 
Reciprocal shareholding (Note 7) (121.9) (92.0) 
2,061.4 1,699.4 
8,347.2 6,672.2 


The accompanying notes to the consolidated financial statements are an integral part of these statements. 


Approved by the Board: 


ons, 


ee 


Director Director 


Notes To The 1998 Consolidated Financial Statements Zé 
NBRIDGE 


(Canadian dollars in millions, except per share amounts) 


On October 6, 1998, the shareholders approved a special resolution of the Board 
of Directors to change the Corporation’s name to Enbridge Inc. from IPL Energy Inc. 


1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


The Corporation’s primary business activities are the transportation and distribution of energy. Energy 
Transportation includes the movement of crude oil and other hydrocarbons by pipeline through the 
ownership and/or operation of various pipeline systems located in Canada, the United States and 
Colombia. Energy Distribution consists primarily of the distribution of natural gas and related retail 
energy services, and is conducted mainly through utility operations serving central and eastern Ontario. 

The consolidated financial statements of the Corporation are prepared in accordance with Canadian 
generally accepted accounting principles and conform in all material respects with the historical cost 
accounting standards of the International Accounting Standards Committee. 

The preparation of financial statements in conformity with generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amounts of assets, 
liabilities, revenues, expenses and related disclosures. Actual results could differ from those estimates 
and assumptions; however, management believes that such differences would not be material. 

Basis of Presentation 
The consolidated financial statements include the accounts of the Corporation, its subsidiaries and 
the proportionate share of the accounts of its joint ventures. Investments in entities which are not 
subsidiaries or joint ventures, but over which the Corporation exercises significant influence, are 
accounted for using the equity method. Other investments are accounted for on the cost basis. 

The Corporation’s Energy Distribution business is conducted primarily through a wholly owned 
subsidiary, The Consumers’ Gas Company Ltd. (Enbridge Consumers Gas). The Corporation consolidates 
the September 30 fiscal year results of Enbridge Consumers Gas on a quarter lag basis, which reflects 
the results of Enbridge Consumers Gas operations in accordance with its regulatory, tax and operating 
cycles. Accordingly, references to “December 31” reflect the financial position of Enbridge Consumers 
Gas as at September 30, and references to the “year ended December 31” include the results of 
Enbridge Consumers Gas for its fiscal year ended September 30. 


Regulation 
The Corporation’s primary business activities are subject to regulation by various authorities, including 
the National Energy Board (NEB) for Canadian Energy Transportation operations, the Federal Energy 
Regulatory Commission (FERC) for U.S. Energy Transportation operations, and the Ontario Energy Board 
(OEB) for the Energy Distribution segment. These and other regulatory authorities exercise statutory 
authority over various matters such as construction, rates and underlying accounting practices, and 
ratemaking agreements with shippers. In order to achieve proper matching of revenues and expenses, the 
Corporation follows accounting practices prescribed by the regulators or stipulated in approved ratemaking 
agreements. Accordingly, the timing of recognition of certain revenues and expenses in these operations 
may differ from that otherwise expected under generally accepted accounting principles applicable to 
non regulated operations. 


Foreign Currency Translation 
The functional currency of the Corporation’s foreign operations except for certain financing and investing 
activities is the U.S. dollar. These operations are self sustaining and translated into Canadian dollars 
using the current rate method. Assets and liabilities are translated into Canadian dollars at rates of 
exchange in effect at the date of the consolidated statement of financial position. Revenue and expense 
items are translated at exchange rates prevailing during the year. Gains and losses resulting from these 
translation adjustments are deferred as a separate component of shareholders’ equity until there is a 
realized reduction of the foreign investment. 

The functional currency of the Corporation’s foreign financing and investing operations is the Canadian 
dollar. These operations are integrated with those of the parent company and are translated into Canadian 
dollars using the temporal method. Monetary assets and liabilities are translated into Canadian dollars at 
rates of exchange in effect at the date of the consolidated statement of financial position. Non monetary 
assets and liabilities are translated at historical rates of exchange. Income and expense items are 
translated at exchange rates prevailing during the year, except for items relating to non monetary assets 
and liabilities which are translated at the applicable historical rates of exchange. Gains and losses 
resulting from these translation adjustments are included in earnings. 


€32 


Revenue Recognition 


Revenue derived from the transportation of crude oil and other liquid hydrocarbons is recognized primarily 
upon delivery. Revenue from the distribution of natural gas is recorded when billed and is adjusted for 
unbilled revenue in a manner consistent with the underlying rate design. 


Income Taxes 


Cash 


The Corporation recovers income tax expense based on the taxes payable method when prescribed by the 
regulators for ratemaking purposes or when stipulated in ratemaking agreements. Under this method, no 
provision is made for income taxes deferred as a result of timing differences in the recognition of revenues 
and expenses for income tax and financial statement purposes. This method is followed for accounting 
purposes as there is reasonable expectation that all such taxes will be recovered through rates when they 
become payable. In all other instances, the tax allocation method of accounting is followed. 


Cash includes short term deposits, which are all highly marketable securities with a maturity of three 
months or less when purchased. Short term deposits are held to maturity and valued at cost. 


Gas in Storage 


Supplies of natural gas are recorded in inventory at prices as approved by the OEB in the determination of 
customer sales rates. The actual cost of gas purchased includes the effect of any natural gas price risk 
management activities. The difference between the approved price and the actual cost of the gas 
purchased is deferred for future disposition as approved by the OEB. 


Deferred Charges 


Deferred charges related to projects which may benefit future periods are capitalized and upon commercial 
viability are amortized over the useful life of the initiative, or expensed upon abandonment of the project. 
Deferred financing charges are amortized on the straight line basis over the life of the related debt. 
Unamortized financing charges related to refinanced debt, together with the costs of issuing replacement 
debt, are deferred and amortized over the life of the replacement issues. 


Property, Plant and Equipment 


Expenditures for system expansion and major renewals and betterments are capitalized; maintenance and 
repair costs are expensed as incurred. Regulated operations in Canada follow the practice of capitalizing, 
at rates authorized by the regulatory authorities, an allowance for interest during construction. When 
prescribed by the regulator, Canadian Energy Transportation operations also capitalize an allowance for 
equity funds used during construction, at authorized rates. 

Contributions in aid of construction of Energy Distribution assets are deducted from the cost of 
acquiring property, plant and equipment, with subsequent depreciation calculated on the net cost. 


Depreciation 


Depreciation of property, plant and equipment is provided on the straight line basis over their estimated 
service lives. When property, plant and equipment are retired or otherwise disposed of, the cost less net 
proceeds is charged to accumulated depreciation. For unusual disposals, the gain or loss arising on 
disposition is included in earnings. 

A provision for Energy Distribution future removal and site restoration costs is recorded against and 
recovered through depreciation at rates approved by the OEB. Actual costs incurred are charged to 
accumulated depreciation. Similar costs are not recovered through tolls for Energy Transportation activities 
as regulatory approval has not been sought and the recovery method and timing have not been determined. 
No provision has been made for future pipeline removal and site restoration costs since it is expected that 
these costs will be recovered through pipeline tolls. 


Off Balance Sheet Financial Instruments 


Gains and losses on financial instruments used to hedge the Corporation’s self sustaining investment in 
Colombia are deferred and included in the cumulative translation adjustment. Amounts received or paid 
under financial instruments used to hedge cash flows from U.S. dollar denominated operations are 
recognized concurrently with the hedged cash flows. Amounts received or paid under financial instruments 
used to hedge purchases of natural gas are recognized as part of the cost of the underlying physical 
purchases. For other off balance sheet financial instruments, amounts received or paid, including deferred 
gains and losses realized upon settlement, are recognized over the life of the underlying hedged items. 


Postretirement Benefits 
Energy Transportation maintains both defined benefit and defined contribution pension plans. Pension 
costs and obligations for the defined benefit pension plans are determined using the projected benefit 
method and are charged to earnings as services are rendered. For the defined contribution plan, 
contributions made by the Corporation are expensed as pension costs. Energy Distribution maintains a 
defined benefit pension plan. Contributions made to the plan are expensed as pension costs, consistent 
with the ratemaking process. 

The Corporation also provides postretirement benefits other than pensions, including group health care 
and life insurance benefits for eligible retirees, their spouses and qualified dependants. For Canadian 
Energy Transportation and Distribution operations, these costs are charged to earnings as incurred. For 
U.S. operations, the cost of such benefits is accrued during the years the employees render service. 


Comparative Amounts 
Comparative amounts are reclassified to conform with the current year’s financial statement presentation. 


2. SEGMENTED INFORMATION 


The operating segments presented are those adopted by senior management of the Corporation to aid 

in resource allocation decisions and to assess divisional performance. In all material respects, the 
measurement basis for preparation of segmented information is consistent with the significant accounting 
policies outlined in Note 1. 


Energy Transportation 
The Corporation’s main crude oil pipeline system is the primary transporter of Western Canadian crude oil 
production. The system extends across the Canadian prairies to the major refining centres in the Great 
Lakes region of the United States and continues into Ontario and Quebec. The Canadian portion of the 
system is owned and operated by a wholly owned subsidiary; the U.S. portion is operated and 16.6% owned 
by a wholly owned U.S. subsidiary through a Master Limited Partnership. The Corporation also owns feeder 
pipeline systems in North America through wholly owned subsidiaries. In addition, the segment includes 
the Corporation’s investments in natural gas transmission projects such as the Alliance Pipeline Project. 
As well, this segment reflects the Corporation’s long term investment in a crude oil pipeline project in 
Colombia for which the Corporation also acts as an operator. The costs of investigation, evaluation and 33> 
development of new energy transportation projects are also included in this segment. 


Energy Distribution 
The Energy Distribution segment consists largely of gas utility operations which serve 1.4 million residential, 
commercial, industrial and other customers, primarily in central and eastern Ontario. Contributions from 
the Corporation’s strategic investment in Noverco Inc. (Note 7), as well as revenue and expenses 
associated with emerging energy services and electricity distribution, are included in the results of this 
business segment. The segment also includes costs of investigation, evaluation and development of new 
energy distribution projects. 


Operating Segments 
Energy Transportation 
Year ended December 31, 1998 1997 1996 
Operating Revenue 
Transportation 494.3 511.4 503.0 
Other 20.3 6.7 Bs if 
514.6 eyilfe} al 508.7 
Expenses 
Operating and administrative 256.5 246.4 224.4 
Depreciation 87.6 85.8 88.4 
344.1 SoZ 312.8 
Operating Income 170.5 185.9 195.9 
Investment and Other Income 107.4 58.1 31.4 
Interest Expense (61.4) (66.6) (70.2) 
Earnings Before Undernoted 216.5 177.4 alleyé al 
Income Taxes (39.8) (54.9) (59.7) 


Earnings 176.7 12255 97.4 
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Operating Segments (continued) 


Energy Distribution 
Year ended December 31, 1998 1997 1996 
Operating Revenue 
Gas sales 1,416.1 1,763.9 1,749.8 
Transportation 130.5 25.9 akeyal 
Other 280.5 PIPL 186.3 
1,827.1 2,001.9 1,949.2 
Expenses 
Gas costs 865.0 1,036.4 1,064.3 
Operating and administrative 413.0 386.7 345.5 
Depreciation 218.7 186.0 146.6 
1,496.7 1,609.1 1,556.4 
Operating Income 330.4 392.8 392.8 
Investment and Other Income 25.5 LAG 4.4 
Interest Expense (178.0) (164.1) (158.7) 
Earnings Before Undernoted 177.9 240.3 238.5 
Income Taxes (86.8) (116.1) (104.6) 
Minority Interest = - (22.3) 
Earnings 91.1 1242 111.8 
Reconciliation of Segmented Information to Consolidated Financial Information 
Year ended December 31, 1998 1997 1996 
Operating Revenue 
Energy Transportation 514.6 518.1 508.7 
Energy Distribution 1,827.1 2,001.9 1,949.2 
_ 2,341.7 2,520.0 2,457.9 
Earnings 
Energy Transportation 176.7 12225 97.4 
Energy Distribution 91.1 124.2 ATES 
Other (26.9) (29.4) (28.9) 
240.9 2ates 180.3 
Additions to Property, Plant and Equipment 
Energy Transportation 978.7 214.8 164.8 
Energy Distribution 406.2 416.4 392.9 
Other 3.5 20.2 2.8 
1,388.4 651.4 560.5 
December 31, 1998 1997 1996 
Total Assets 
Energy Transportation r 3,329.3 2,109.9 1,785.6 
Energy Distribution 4,871.1 4,424.0 3,869.2 
Other 146.8 Toes 106.3 
; 8,347.2 6,672.2 Sy iota 
Investments Accounted for by the Equity Method 
Energy Transportation 270.2 103.3 63.2 
Energy Distribution 27.0 58.8 - 
Other 12:2 abaal 1220 
309.4 174.2 To 


Other reflects non operating investing and financing activities including general corporate investments and 
costs associated with financing non regulated activities. 


Geographic Information 


There are no material operating revenues earned or capital assets owned outside of Canada. Foreign 
earnings are primarily derived from investments accounted for using the equity or cost methods. 


Sh 
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INVESTMENT AND OTHER INCOME 


Year ended December 31, 1998 1997 1996 
Long term investments 92.5 74.5 Pra Ab 
Short term investments 4.2 - S30) 
Allowance for equity funds used during construction 18.1 SZ 2:3 
Gain on sale of non strategic real estate 7.4 - - 
Gain on settlement of defeased debt (Note 7) 6.1 - ~ 
Settlement of outstanding insurance claim 16.0 - = 
Other 12.1 (1.2) 5:3 

156.4 ASS Sul 7/ 

INTEREST EXPENSE 

Year ended December 31, 1998 1997 1996 
Long term debt 322.2 PAS! 265.8 
Short term borrowings 14.5 9.8 14.7 
Capitalized (23.8) (9.0) (9.2) 

312.9 276.1 POLS 


Short term borrowings, which primarily finance gas in storage and other working capital items, are comprised 
of commercial paper with maturities of less than one year with a weighted average interest rate (including 


the effect of hedging instruments) of 5.4% at December 31, 1998 (1997 - 4.2%; 1996 — 5.1%). 


In 1998, total interest paid, net of amounts capitalized, was $295.9 million (1997 — $258.7 million; 


1996 — $259.7 million). 


INCOME TAXES 


The geographic components of pretax earnings and income taxes were as follows: 
Year ended December 31, 1998 1997 1996 
Earnings before income taxes and minority interest 
Canada 212.6 279.2 278.2 
United States 88.2 69.9 sil 
Other 35.4 PIS all} 
336.2 SALAS 340.7 
Current income taxes 
Canada 89.4 134.9 97.0 
United States 29.8 re. 27.9 
Other 2.2 qe 0.8 
121.4 154.4 SETS 
Deferred income taxes 
Canada (24.4) (5.0) 220A 
United States (1.7) 4.9 (9.5) 
(26.1) (0.1) 12.6 
Income taxes 95.3 154.3 138.3 
Deferred income taxes have arisen as a result of the following items: 
Year ended December 31, 1998 1997 1996 
Recognition of tax losses available for carryforward (14.5) = - 
Timing of recognition of regulatory deferral accounts (14.2) - 28.7 
Transfer of U.S. pipeline business to Master Limited Partnership (2.7) Pes} (8.2) 
Other 5.3 (2.4) (7.9) 
(26.1) (0.1) 126 


Accumulated deferred income taxes which have not been recorded in the accounts amounted to 

$565.8 million at December 31, 1998 (1997 — $486.6 million). Had the deferred method of tax allocation 
been prescribed by the regulatory authorities for ratemaking purposes, such amounts would have been 
recorded and recovered in rates to date. 
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In October 1998, Revenue Canada changed its assessing practice relating to natural gas utilities with 
respect to the computation for tax purposes of certain capitalized expenditures. Effective for 1997 and 
subsequent taxation years, these expenditures may now be expensed for tax purposes. Contingent upon 
OEB approval, the Corporation will refund the higher taxes included in rate and revenue structures in 1998 


and 1997 on non rental related equipment ($10.1 million). Pending clarification of the appropriate 


regulatory treatment in future rate proceedings, the disposition of the taxes relating to rental equipment 


for 1998 and 1997 ($32.0 million) will be determined. 


The income tax provision differs from the amount that would have been expected using the combined 
Canadian federal and provincial statutory income tax rate. The difference results from the items shown in 


the following table: 


Year ended December 31, 1998 1997 1996 
Earnings before income taxes and minority interest 336.2 Sie 340.7 
Statutory income tax rate 44.6% 44.6% 44.6% 
Income taxes at statutory rate 150.0 ANGLO) 7/ 152°0 
Increase (decrease) resulting from: 
Non provision of deferred income taxes on regulated operations (18.6) (20.2) (18.4) 
Non taxable items, net (2.9) Alley) 10.9 
Lower effective foreign tax rates (27.1) (i725) (9.9) 
Income taxes recoverable from customers - - (6.9) 
Income taxes recoverable relating to prior years (17.3) ~ - 
Large Corporations Tax in excess of surtax 10.1 dS 8.1 
Other et 3.8 2E5 
Income taxes 95.3 154.3 138.3 
Effective income tax rate 28.4% 41.5% 40.6% 


In 1998, income taxes paid amounted to $163.5 million (1997 — $172.1 million; 1996 — $67.4 million). 


6. CHANGES IN NON CASH WORKING CAPITAL 


Year ended December 31, 1998 1997 1996 
Accounts receivable and other (174.7) (75.5) (82.2) 
Gas in storage (47.9) (30.8) 13.9 
Accounts payable and other 47.6 92.9 92.0 
Interest payable 17.0 Se 4.1 
(158.0) (8.2) 27.8 

Changes in non cash working capital related to: 
Operating activities (219.9) (44.4) 27.8 
Investing activities 61.9 36.2 - 
(158.0) (8.2) 27.8 


Changes in non cash working capital related to investing activities represent changes in capital accruals. 


7. LONG TERM INVESTMENTS 


December 31, 1998 1997 
Noverco Inc. 
Preference shares 181.4 181.4 
Common shares 148.9 150.8 
Reciprocal shareholding (121.9) (92.0) 
208.4 240.2 
Colombia Pipeline Project 160.2 aN ou lire 
Alliance Pipeline Project 146.2 34.0 
U.S. Master Limited Partnership 68.3 59.8 
Other 93.8 2186 
676.9 Stic 


Noverco Inc. 
On August 27, 1997, the Corporation purchased Noverco preference shares for $181.4 million and 32% 
of Noverco’s common shares for $151.0 million. Noverco is a holding company which has, as its principal 
asset, an 80% interest in Gaz Métropolitain and Company, Limited Partnership, which is engaged in natural 
gas distribution in Quebec and Vermont, and which also holds a 50% interest in TQM Pipeline and 
Company, Limited Partnership which owns and operates a pipeline transporting natural gas in Quebec. 
This acquisition was financed by a combination of debt ($45.3 million) and 6.0 million common shares of 
Enbridge issued to Noverco in a separate transaction ($287.1 million). Noverco also acquired a warrant to 
purchase from the Corporation 1.5 million additional common shares on June 30, 1998 at a price of 
$51.00 per share. 

On June 30, 1998, the warrant was exercised and on November 13, 1998, was settled for proceeds 
of $76.5 million. Consequently, Noverco’s common share interest in the Corporation increased to 
approximately 10% from 8%. Additionally, on November 13, 1998, in conjunction with a separate public 
offering, 250,000 common shares were issued to Noverco at a price of $67.05 per share, maintaining 
Noverco’s reciprocal shareholding interest in Enbridge at 10%. As a result of the reciprocal shareholdings, 
the Corporation has a pro rata interest of 3.2% in its own shares (1997 — 2.6%). Accordingly, both the 
investment in Noverco and shareholders’ equity have been reduced by the reciprocal shareholding of 
$121.9 million (1997 — $92.0 million). 

The investment in common shares of Noverco is accounted for on the equity basis while the investment 
in preference shares is accounted for at cost. The investment in the common shares of Noverco includes 
$129.3 million (1997 — $131.3 million) representing the unamortized excess of the purchase price over 
the net book value of those shares at the date of acquisition. For equity accounting purposes, the excess 
was allocated to property, plant and equipment, on the basis of estimated fair values, and is being 
amortized over the economic life of such assets. The preference shares, which are non voting and 
redeemable on July 2, 2031, entitle the Corporation to a cumulative dividend based on the yield of 10 year 
Government of Canada bonds plus 4.45%. In 1998, earnings from Noverco amounted to $17.7 million 
(1997 — $6.9 million). At December 31, 1998, the carrying value of the investment in Noverco common 
shares included unremitted equity earnings of $0.5 million (1997 — $0.5 million). 


Colombia Pipeline Project 
Pursuant to an agreement with a consortium of crude oil producers/shippers, the Corporation has made a 
long term investment in a pipeline project in Colombia. From time to time, the Corporation was required to 
provide funds upon the call of the parties to the agreement. During 1998, the Corporation invested U.S. 
$2.5 million in the project (1997 — U.S. $38.7 million; 1996 — U.S. $47.0 million). The Corporation has no 
remaining commitment to provide further funds. Under a separate agreement, the Corporation acts as one 
of the operators of the project and earns operating fees. 

The Corporation earns a fixed rate of return on its investment and has no residual interest in the 
assets of the project. Accordingly, the investment is accounted for on the cost basis. The investment is to 
be redeemed in equal payments over a ten year period. Subject to certain conditions, redemption may 
commence in 2003 but, in any event, no later than 2012. Earnings amounted to $27.3 million in 1998 
reflecting the fixed rate of return on the investment (1997 — $18.5 million; 1996 — $8.9 million). 


Alliance Pipeline Project 
The Corporation holds a 21.4% equity interest in the Alliance Pipeline Project. The Alliance Pipeline Project 
proposes to construct a natural gas pipeline from Fort St. John, British Columbia, to Chicago, Illinois. From 
time to time, the Corporation is required to provide further funds upon call of the Alliance Pipeline Project. During 
1998, the Corporation invested $105.4 million in the project (1997 — $30.5 million) and recorded $6.5 million 
(1997 — $1.0 million) of equity earnings. At December 31, 1998, the carrying value of the investment in 
the Alliance Pipeline Project included unremitted equity earnings of $7.5 million (1997 — $1.0 million). 


U.S. Master Limited Partnership 
The portion of the main pipeline system located in the United States is owned by Lakehead Pipe Line 
Partners, L.P., a U.S. Master Limited Partnership. The Corporation’s wholly owned U.S. subsidiary, 
Lakehead Pipe Line Company, Inc. (Lakehead), holds an equity interest of approximately 16.6% in the 
Partnership, and manages and operates the U.S. pipeline business as the General Partner. 
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The Corporation’s interest in the net income of the Partnership, adjusted for the allocation of 
depreciation on an historical cost basis for assets contributed on formation of the Partnership, and 
including incentive distributions amounted to $33.7 million (1997 — $26.4 million; 1996 — $17.1 million). 
In 1998, the Corporation received cash distributions of $31.8 million from the Partnership (1997 — 
$21.8 million; 1996 — $16.8 million). The carrying value of the Corporation’s investment in the 
Partnership includes unremitted equity earnings of $15.4 million (1997 — $13.5 million). 

In 1997, the Partnership completed a public issue of additional Partnership Units. As the Corporation 
elected not to participate in this offering its effective equity interest in the Partnership was reduced from 
18.0% to 16.6%. The proceeds received by the Partnership were allocated among the capital accounts of 
the unitholders based upon the increase in Partnership net assets attributable to each interest as a result 
of the issue. The Corporation’s pro rata share of Partnership net assets increased by $16.3 million, which 
was recognized in earnings in 1997. 

Financing of the Partnership was previously facilitated through Lakehead Services, Limited Partnership. The 
Corporation owns a 99% limited partner interest in the Services Partnership and the Partnership holds a 1% 
general partner interest. At December 31, 1997, the Services Partnership had borrowings of U.S. $52 million 
under a Revolving Credit Facility Agreement. In conjunction with its borrowings under this facility, the Services 
Partnership irrevocably placed U.S. government securities in a trust to be used solely for satisfying scheduled 
payments of both interest and principal on these borrowings. This transaction was recognized as an in 
substance defeasance and the debt was considered to be extinguished. In 1998, as a result of the cessation 
of financing activities of the Services Partnership and the corresponding release of trust assets in excess of 
defeased debt requirements, the Corporation recovered $6.1 million which has been recognized in earnings. 


Other 
Other investments include the Corporation’s 22.8% equity investment in the Chicap Pipe Line acquired in 
September 1998 for $33.3 million (U.S. $21.7 million). The Chicap Pipe Line transports crude oil between 
refining centres of Patoka and Chicago, Illinois. Enbridge’s 43.8% equity investment in the Frontier Pipeline, 
which transports crude oil from Casper, Wyoming, to Salt Lake City, Utah, is also included. During 1998, 
the Corporation recorded $5.8 million (1997 — $4.7 million) in equity earnings from these investments. 
At December 31, 1998, the carrying value of these investments included unremitted equity earnings of 
$3.5 million (1997 — $4.8 million). 


8. ACQUISITION OF SUBSIDIARIES AND JOINT VENTURES 


Cornwall Electric 
On July 31, 1998, the Corporation acquired all of the outstanding shares of Cornwall Street Railway Light 
& Power Company Limited (Cornwall Electric) for cash consideration of $68.0 million. Cornwall Electric 
provides electrical power to the residents of Cornwall, Ontario, and surrounding areas. This investment, 
which was accounted for using the purchase method, exceeded the book value of the assets by $27.0 
million. This excess was allocated to property, plant and equipment, on the basis of estimated fair values 
and is being amortized over the economic life of such assets. 


Enbridge Consumers Gas 
On December 9, 1996, the Corporation acquired the remaining 15% of the common shares of Enbridge 
Consumers Gas. The purchase price of $248.6 million was financed by the exchange of 2,645,000 common 
shares of the Corporation having a fair value of $105.4 million, together with the proceeds of variable rate 
financing. This investment, which was accounted for using the purchase method, exceeded the book value of 
the minority interest acquired by $105.0 million. This excess was allocated to property, plant and equipment, 
on the basis of estimated fair values and is being amortized over the economic life of such assets. 


Mustang Pipe Line 
On October 31, 1996, the Corporation acquired for U.S. $18.6 million a 30% joint venture interest in the 
Mustang crude oil pipeline which runs from Lockport to Patoka, Illinois, and is operated by a third party. 
The Corporation’s interest in the joint venture is represented primarily by its proportionate share of the 
carrying value of the joint venture’s property, plant and equipment. During 1998, the Corporation recorded 
earnings of $0.2 million (1997 — $0.5 million, 1996 — $0.3 million) from the joint venture. 


9. PROPERTY, PLANT AND EQUIPMENT, NET 


10. DEBT 


Weighted Average 


Accumulated 


Net 


December 31, 1998 Depreciation Rate Cost Depreciation 
Energy Transportation 3.0% 3,720.0 1,144.4 2,575.6 
Energy Distribution 2.6% 4,329.9 560.0 3,769.9 
Other 10.3% 21.3 2.6 18.7 
8,071.2 1,707.0 6,364.2 

Weighted Average Accumulated 
December 31, 1997 Depreciation Rate Cost Depreciation Net 
Energy Transportation 3.6% 2,724.8 1,065.9 1,658.9 
Energy Distribution 2.6% 3,881.9 365.2 Cron 
Other 7.3% 5329 14.5 39.4 
6,660.6 1,445.6 5 PANS 0) 


The average depreciation rate for the Energy Distribution segment, after inclusion of a provision for future 


removal and site restoration costs, is 5.0% (1997 — 4.8%). 


Long Term Debt 


Weighted Average 


December 31, Interest Rate Maturity 1998 1997 
Regulated Operations 
Energy Transportation 
Fixed rate 1 8.1% 1999-2027 942.6 (Ors 
Variable rate Br 96.8 23.0 
1,039.4 790.5 
Energy Distribution 
Fixed rate 8.3% 1999-2028 1,885.9 1,549.4 
Other 2 7.1% 108.8 112.8 
Preference shares 100.0 100.0 
2,094.7 de LOLe2 
Total regulated operations 3,134.1 DAS SO). 7 
Non Regulated Operations 
Fixed rate 3 TAGS 1999-2028 727.5 403.3 
Variable rate Spdive 882.7 606.1 
Total non regulated operations 1,610.2 1,009.4 
Total long term debt 4,744.3 3,562.1 
Current portion of long term debt (242.0) (395.7) 
Long term debt 4,502.3 3,166.4 


1 Includes $54.1 million of debentures (1997 — $49.4 million) secured by a first mortgage on specific pipeline properties and the 


assignment of the benefits of a shipping agreement. 


2 Primarily comprised of commercial paper borrowings effectively converted into long term debt maturing in 2002 through the use of 


long term interest rate swaps. 


3. Includes U.S. $130.0 million 9.4% debentures issued in 1995 which were effectively converted into Canadian $178.1 million at an 
effective interest rate of 8.8% reflecting the use of a cross currency swap and the amortization of both debenture purchase warrant 
proceeds totaling $13.3 million and hedging costs over the life of the primary instrument. 


The amounts of long term debt maturities and sinking fund requirements for the years ending December 31, 
1999 through 2003, in millions, are $142.0, $112.2, $433.5, $315.3 and $140.3, respectively. Fixed rate 
long term debt retirements in 1998 totaled $360.8 million (1997 — $94.2 million; 1996 — $172.0 million). 
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Preference Shares of Energy Distribution Segment 


The Cumulative Redeemable Retractable Preference Shares of Enbridge Consumers Gas (Group 2 
$1.6125 Series C — 2,000,000 shares, $50.0 million; Group 3 $1.43 Series C — 2,000,000 shares, 
$50.0 million) are redeemable in fiscal 1999 and have been included in the current portion of long term 
debt. Dividends on these shares for the year ended December 31, 1998, amounted to $6.1 million and 
are included in interest expense (1997 — $6.1 million; 1996 — $6.1 million). 


Credit Facilities 


At December 31, 1998, the Corporation's credit facilities in the amount of $2,476.8 million comprised 


the following: 
Committed Uncommitted Drawdowns 
Energy Transportation 150.0 ~ - 
Energy Distribution 360.7 306.1 13.8 
Corporate 1,660.0 | - 400.0 
DANKO 306.1 413.8 


Committed facilities carry a weighted average standby fee of 0.071% per annum on the unutilized portion. 
The committed facilities for the Energy Transportation and Energy Distribution segments expire in 1999 
and are extendible annually subject to the approval of the lenders. The committed facility for corporate 
purposes expires in 2003. Drawdowns under these facilities bear interest at prevailing market rates. 


11. SHARE CAPITAL 


The authorized share capital of the Corporation consists of an unlimited number of common and preferred shares. 


Common Shares 


(number of common shares in thousands) 


1998 


ASI 


1996 


Number Amount 


Number Amount 


Number Amount 


Balance at beginning of year 

Dividend Reinvestment and Share 
Purchase Plan 

Investment by Noverco (Note 7) 

Public issue 

Acquisition of remaining common shares 
of Enbridge Consumers Gas (Note 8) 

Other 


74,164 1,441.8 


89 5.6 
1,750 93.3 
1,750 114.5 


102 4.6 


67,490 1,126.2 


611 26.2 
6,000 287.1 


63 23 


Balance at end of year 


Earnings Per Share 


77,855 1,659.8 


74,164 1,441.8 


60,873 879.6 


920 31:6 


3,000 106.6 


2,645 TOSm 
52 3:3 


67,490 1,126.2 


Earnings per share are computed on the weighted average number of common shares outstanding of 
72,724,000, 68,904,000 and 62,165,000 in 1998, 1997, and 1996, respectively. On a full year basis, 
there were no materially dilutive instruments outstanding during each of the years in the three year period 
ended December 31, 1998. The weighted average number of shares outstanding in 1998 and 1997 have 
been reduced by the Corporation’s pro rata interest in its own common shares resulting from the 
investment in Noverco (Note 7). For the ‘purposes of the calculation, earnings have been reduced by the 
prescribed dividend of the outstanding preferred shares. 


Dividend Reinvestment and Share Purchase Plan 


The Corporation has a Dividend Reinvestment and Share Purchase Plan. Under the Plan, registered 
shareholders may reinvest dividends in common shares of the Corporation, or make optional cash 
payments to purchase additional common shares, in either case free of brokerage or other charges. 


Public Issue of Common Shares 


On November 10, 1998, the Corporation completed a public offering of 1,750,000 common shares for 
cash proceeds of $117.3 million less related after tax issue costs. On October 7, 1996, the Corporation 
completed a public offering of 3,000,000 common shares for cash proceeds of $111.2 million less 


related after tax issue costs. 


Preferred Shares 


On December 1, 1998, the Corporation completed a public offering of 5,000,000 5.5% Cumulative 
Redeemable Preferred Shares, Series A, for cash proceeds of $125.0 million less related issue costs. 
The preferred shares are entitled to fixed cumulative preferential dividends of $1.375 per share per year, 


payable quarterly. On or after December 31, 2003, the Corporation may, at its option, redeem all or a 
portion of the outstanding preferred shares for $26.00 per share if redeemed on or prior to December 1, 
2004; $25.75 if redeemed on or prior to December 1, 2005; $25.50 if redeemed on or prior to December 1, 
2006; $25.25 if redeemed on or prior to December 1, 2007; and at $25.00 per share if redeemed 
thereafter, in each case with all accrued and unpaid dividends to the redemption date. The after tax issue 
costs of these shares totaling $1.7 million have been charged to retained earnings. 


Shareholder Rights Plan 
The Corporation has a Shareholder Rights Plan designed to encourage the fair treatment of shareholders in 
connection with any takeover offer for the Corporation. Rights issued under the plan become exercisable 
when a person, and any related parties, acquires or announces its intention to acquire 20% or more of the 
Corporation’s outstanding common shares without complying with certain provisions set out in the rights 
plan, or without approval of the Board of Directors of the Corporation. Should such an acquisition or 
announcement occur, each rights holder, other than the acquiring person and related parties, will have the 
right to purchase common shares of the Corporation at a 50% discount to the market price at that time. 


12. STOCK OPTION PLAN 


Full time key employees are granted options to purchase unissued common shares, exercisable at the 
market price of common shares at the date the options are granted. Generally, options vest in equal annual 
instalments over a four year period and expire after ten years from the original issue date. The plan allows 
the Corporation to provide for option holders restricted stock units equivalent to the amount of dividends 
that would have been received on the number of common shares subject to unexercised options. 
Additionally, the plan provides for the granting of performance based options to executive management with 
vesting based upon the performance of the Corporation’s common stock price. Performance based options 
expire five years from the date of issue. A maximum of 2,000,000 common shares are reserved for 
issuance under the plan. 


1998 1997 1996 

Weighted Weighted Weighted 

Average Average Average 

(options in thousands; Exercise Exercise Exercise 

exercise prices in dollars) Number Price Number Price Number Price 
Number of shares under option 

at beginning of year 937 36.90 692 30.29 656 28.46 

Options granted 1 1,215 63.93 B22 48.76 87 40.00 

Options exercised (64) 30.04 (C4)ie25.67 (49) 23.48 

Options cancelled or expired (171) 55.11 (Gus) setehtsy4l Qy 2B 

Number of shares under option at end of year 1,917 52.64 937 36.90 692 30.29 


1 Options granted in 1998 include 770,000 performance based options. 


At December 31, 1998, the exercise prices of outstanding stock options ranged from $22.86 to $66.50 
(1997 — $22.86 to $49.65; 1996 — $22.86 to $40.00). Outstanding stock options will expire over a 
period ending no later than October 6, 2008. 


13. FINANCIAL INSTRUMENTS 


Fair Value of Financial Instruments 
The fair value of financial instruments represent an approximation of amounts that would have been received from 
or paid to counterparties, calculated at the reporting date, to settle these instruments prior to maturity. At 
December 31, 1998, the Corporation had no intention of settling any instruments prior to maturity. Carrying 
amounts of financial instruments represent amounts recorded in the consolidated statement of financial position. 
With the exception of the items listed below, the estimated fair values of all financial instruments 
approximate the carrying amounts. 


1998 1997 
Carrying Fair Carrying Fair 
December 31, Amount Value Amount Value 
Long term debt 
Regulated operations 3,134.1 3,616.0 De OD al 3,004.4 


Non regulated operations 1,610.2 1,642.7 1,009.4 APOSE:S 
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The following methods and assumptions were used to estimate the fair value of each class of financial 

instruments at December 31, 1998 and 1997: 

> The fair value of long term debt is based on quoted market prices at year end or based on the 
discounted future cash flows of each debt issue at current interest rates for remaining terms to 
maturity. Due to the regulatory nature of business operations, the Corporation has the ability to 
recover related interest on debt at existing rates. 

> The carrying amount of the Corporation’s long term investment in the Colombia Pipeline Project 
approximates fair value as the contractual rate of return represents current market rates for 
investments with similar terms and conditions. 

> The carrying amounts of all financial instruments classified as current approximate fair value 
because of the short maturities of these instruments. 


Risk Management 


By virtue of its business operations, the Corporation is exposed to movements in the U.S./Canadian dollar 
exchange rate, the price of natural gas and interest rates. In order to minimize these exposures for both 
its ratepayers and shareholders, the Corporation utilizes a variety of hedging instruments to create an 
offsetting position to specific exposures. These instruments are employed in connection with an 
underlying asset, liability or anticipated transaction, and are not used for speculative purposes. 

By entering into these hedging instruments, the Corporation agrees to exchange with counterparties 
the difference between fixed and variable amounts, calculated by reference to specific foreign exchange 
rates, interest rates, or natural gas price indices based on a notional principal amount or notional quantity 
of natural gas. The notional amounts are not recorded in the financial statements as they do not 
represent amounts exchanged by the counterparties. 

The Corporation enters into off balance sheet risk management transactions only with creditworthy 
institutions that possess strong investment grade credit ratings or where such transactions are secured with 
approved forms of collateral. For transactions with terms of greater than five years, the Corporation may also 
retain the right to require a counterparty (who would otherwise meet the Corporation’s credit criteria) to provide 
collateral within a specified time frame. As at December 31, 1998, no material credit exposure existed as the 
Corporation was not party to any off balance sheet instruments in a significant receivable position. 


Foreign Exchange 

The Corporation has an exposure to the U.S./Canadian dollar exchange rate primarily through its 
investments in U.S. dollar denominated operations. In 1997, the Corporation established a hedging 
program to eliminate a portion of that long term exposure. At December 31, 1998, the Corporation had 
entered into forward and cross currency swaps to hedge U.S. dollar denominated cash flows of 
approximately U.S. $39 million per annum (1997 — U.S. $30 million) as well as the redemption of the U.S. 
dollar denominated investment in the Colombia pipeline project of U.S. $100 million (1997 — $100 million), 
thereby mitigating potential currency exposures on the anticipated cash flows from, and redemption of, 
these U.S. dollar investments. In addition, forward foreign exchange contracts, including cross currency 
swaps, have been entered into to hedge the Corporation’s exposure on its U.S. dollar denominated debt. 
Natural Gas Prices 

The Corporation also uses natural gas price swaps, options and collars to manage exposure to natural gas 
prices which, under the majority of system supply gas contracts, are indexed to U.S. dollar denominated 
natural gas futures contracts plus a basis differential or to Alberta based gas price indices. As allowed 
under the regulatory framework governing the Corporation’s natural gas distribution operations, the 
Corporation hedges the cost of a portion of future natural gas supply requirements. Amounts paid or 
received under this risk mitigation strategy are recognized as part of the cost of the underlying natural 
gas purchases which is recovered through the rate making process. The OEB continues to monitor the 
implementation and results of the Corporation’s natural gas hedging program. At December 31, 1998, 

the Corporation had entered into natural gas price swaps and options to effectively manage the price for 
approximately 17%, or 31.1 billion cubic feet, of its forecast fiscal 1999 system gas supply. During the 
year ended December 31, 1998, the Corporation hedged 34%, or 53.4 billion cubic feet, of its system 

gas supply (1997 — 36%, or 65.7 billion cubic feet). 

Interest Costs 

To hedge against the effect of future interest rate movements on its short to long term borrowing 
requirements, the Corporation enters into forward interest rate agreements, swaps and collars. In 
anticipation of future debt issuances related to specific committed capital projects, the Corporation enters 
into financial contracts to hedge a portion of the interest cost associated with the anticipated issues. 


At December 31, 1998, the Corporation had hedged a portion of the interest cost of $200 million 
of anticipated future debt issuances through the use of bond forwards with a notional principal of 
$153 million and settlement dates of less than one year. 


Fair Value of Off Balance Sheet Financial Instruments 

The fair value of off balance sheet financial instruments reflects the estimated amounts that the 
Corporation would receive or pay to terminate the contracts at the year end date. This fair value 
represents the difference between the present value of estimated future receipts and future payments 
under the terms of each instrument which is estimated by obtaining quoted market prices or by using 
pricing models widely used in financial markets. These fair value amounts should not be viewed in 
isolation, but rather in relation to the fair values of the underlying hedged transactions and the overall 
reduction in the Corporation’s exposure to adverse fluctuations in foreign exchange rates, natural gas 
prices and interest rates. At December 31, 1998, the Corporation had no intention of settling any 
instruments prior to maturity. 

At year end, the Corporation was party to the following off balance sheet financial instruments: 


1998 1997 
Notional Fair Value Notional Fair Value 
Principal or Payable/ Principal or Payable/ 
December 31, Quantity (Receivable) Maturity Quantity (Receivable) Maturity 
Foreign exchange 
Cross currency swaps 316.2 2.6 2001-2022 SHI 11.9 2013-2021 
Forwards (cumulative 
exchange amounts) 1,891.2 89.2 1999-2022 e225 22 31.2 1998-2021 
Natural gas prices 
(billion cubic feet) 31.1 (3.5) 1999 26.1 (74) 1998 
Interest rates 
Interest rate swaps 271.0 6.9 1999-2002 100.0 8.4 2002 


Bond forwards 153.0 8.5 1999 ~ - = 


As the Corporation did not settle hedging instruments in advance of the hedged transactions, there were 
no gains or losses deferred in relation to any of the Corporation’s off balance sheet hedges of anticipated 4373 
transactions at December 31, 1998 and 1997. 


Trade Credit Risk 
Trade receivables relating to Energy Transportation consist primarily of amounts due from companies 
operating in the oil and gas industry and are collateralized by the crude oil and other products contained in 
the Corporation’s pipeline and storage facilities. The Corporation holds adequate insurance on this crude 
oil and other products. Credit risk with respect to trade receivables of the Energy Distribution business is 
reduced by the large and diversified customer base, and the ability to recover an estimate for doubtful 
accounts through the ratemaking process. The allowance for doubtful accounts amounted to $16.3 million 
at December 31, 1998 (1997 — $16.9 million). 


14. POSTRETIREMENT BENEFITS 


Pension Plans 
The Corporation has non contributory defined benefit and defined contribution pension plans for Energy 
Transportation and a contributory defined benefit pension plan for Energy Distribution. 


Defined Benefit Plans 

Retirement benefits under defined benefit plans are based on the employees’ years of service and 
remuneration. Contributions made by the Corporation are in accordance with independent actuarial 
valuations and are invested primarily in publicly traded equity and fixed income securities. The most recent 
actuarial valuation was performed as of January 1, 1997. 

Energy Transportation pension costs under the defined benefit pension plan reflect management’s best 
estimates of the rate of return on pension plan assets, rate of salary increases and various other factors 
including mortality rates, terminations and retirement ages. Adjustments arising from plan amendments, 
experience gains and losses, and changes to assumptions are amortized over the expected average 
remaining service lives of the employees. 

Energy Distribution records as pension expense the contributions deemed sufficient by actuaries to 
fully fund the plans over an acceptable time frame. 
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Defined Contribution Plan 
The defined contribution plan for Energy Transportation covers all employees hired after January 1, 1997 
as well as existing employees who elected to leave the defined benefit plan on a prospective basis. 
Contributions under this plan are based on each employee’s age and years of service. For the defined 
contribution plan, pension expense equals amounts contributed by the Corporation, which totaled 
$1.6 million in 1998 (1997 — $1.2 million). 

The status of the Corporation’s pension plans was as follows: 


December 31, 1998 1997 
Pension plan assets at market values: 
Energy Transportation 331.7 286.2 
Energy Distribution 564.6 614.5 
896.3 900.7 
Projected benefit obligations: 
Energy Transportation 223.2 197.0 
Energy Distribution 411.5 381.9 
634.7 578.9 


The Corporation’s pension cost, including amounts related to the defined contribution plan, totaled 
$5.0 million (1997 — $9.2 million; 1996 — $9.8 million) and the deferred pension asset was 
$16.7 million (1997 — $13.9 million). 


Postretirement Benefits Other than Pensions 
Postretirement benefits other than pensions include supplemental health, dental and life insurance 
coverage for qualifying retired employees. The cost of providing these benefits amounted to $2.6 million 
(1997 — $1.7 million; 1996 — $1.3 million). 


15. RELATED PARTY TRANSACTIONS 


The U.S. Master Limited Partnership, which does not have any employees, uses the services of the 
Corporation for managing and operating the U.S. pipeline business. These services, which are charged at 
cost in accordance with service agreements, amounted to $51.7 million (1997 — $46.0 million; 1996 — 
$46.1 million). Accounts receivable include $3.8 million due from the Partnership (1997 — $2.1 million). 

The Partnership has entered into an easement agreement with Enbridge Holdings (Mustang) Inc. 
(“Enbridge Mustang”), a wholly owned subsidiary of the Corporation. Enbridge Mustang has acquired 
certain real property for the purposes of granting pipeline easements to the Partnership for a new pipeline 
constructed by the Partnership from Superior, Wisconsin, to Chicago, Illinois. The Partnership has made 
non interest bearing cash advances to Enbridge Mustang in order to provide for these real property 
acquisitions by Enbridge Mustang. Enbridge Mustang has advances from the Partnership of $49.4 million 
at December 31, 1998 (1997 — $9.3 million). 

During the third quarter of 1998, the Board of Directors of Lakehead approved a $200 million lending 
facility from Lakehead to the U.S. Master Limited Partnership to provide an alternative backup source of 
funds for the Partnership in the event that a temporary disruption in the capital markets delays anticipated 
debt and equity issuances. Under this facility, in late September 1998, the Partnership borrowed $37.0 million 
from Lakehead at an interest rate of 8.75%. This loan was repaid in early October upon completion of the 
Partnership’s financing requirements. No amounts were outstanding at December 31, 1998. 


16. COMMITMENTS AND CONTINGENCIES 
Enbridge Consumers Gas 

Enbridge Consumers Gas is aware that the remediation of discontinued manufactured gas plant sites may 
become an issue in the future. The probable overall cost of remediation measures cannot be determined 
at this time due to uncertainty about the existence or extent of environmental risks, the complexity of laws 
and regulations particularly with respect to sites decommissioned years ago and no longer owned by 
Enbridge Consumers Gas, and the selection of alternative remediation approaches. Although there are no 
known regulatory precedents in Canada, there are precedents in the United States for recovery of costs of 
a similar nature in rates. Enbridge Consumers Gas expects that, if it is found that it must contribute to any 
remediation costs, it would be generally allowed to recover in rates those costs not recovered through 
insurance or by other means and believes that the ultimate outcome of these matters would not have a 
significant impact on its financial position. 

In April 1994, an action was commenced against Enbridge Consumers Gas by a customer alleging that 
the Ontario Energy Board approved late payment penalties charged to customers were contrary to federal 


criminal law and seeking certification of the action as a class action. The claim sought $112 million in 
restitutionary payments and other relief not calculated or quantified in the claim on behalf of all people 
who were customers of Enbridge Consumers Gas who had paid or had been charged such penalties since 
April 1981. The class action was not certified by the Court although the Class Proceedings Committee, 
established under the Ontario Class Proceedings Act, 1992, decided that it would fund the action. 
Enbridge Consumers Gas raised a number of defences including the defence that Section 347 of the 
Criminal Code of Canada, which deals with interest on credit transactions, did not apply. In February 
1995, in response to a motion to dismiss the claim on the basis that the criminal law did not support the 
plaintiff's claim, Mr. Justice Winkler, of the Ontario Court of Justice, General Division, issued a judgement 
in favour of Enbridge Consumers Gas dismissing the class action lawsuit. He concluded that the late 
payment charge is not interest payable on a credit transaction, but is an incentive to customers to pay 
their bills by a certain date. He held that Section 347 did not apply and that the plaintiff’s claim failed 
when the criminal law was found to be an improper basis for liability. In March 1995, the plaintiff’s 
solicitors filed a notice of an appeal of the decision of the trial judge. In September 1996, the Court of 
Appeal dismissed the appeal. The plaintiff was granted leave to appeal to the Supreme Court of Canada 
and the appeal was heard in March 1998, and on October 30, 1998, the Supreme Court allowed the 
appeal and set aside the trial court’s summary judgement dismissing the action. The Supreme Court 
rejected the argument of Enbridge Consumers Gas with respect to Section 347 and remitted the matter 
back to the trial court for determination of all other issues including the other defences raised in pleadings 
but not yet heard in court and for proceedings in accordance with the Ontario Class Proceedings Act, 
1992. Enbridge Consumers Gas expects to successfully defend this action. In the event of an adverse 
judgement, the Company believes that any damages paid out by it will be recoverable through the 
regulatory process. 


U.S. Master Limited Partnership 


Lakehead has agreed to indemnify the Partnership from and against substantially all liabilities, including 
liabilities relating to environmental matters, arising from operations prior to the transfer of its pipeline 
operations to the Partnership in 1991. This indemnification does not apply to amounts that the 
Partnership would be able to recover in its tariff rates (if not recovered through insurance), or to any 
liabilities relating to a change in laws after December 27, 1991. In addition, in the event of default, 
Lakehead, as the General Partner, is subject to recourse with respect to the Partnership’s long term debt 
which amounted to U.S. $814.5 million at December 31, 1998. 
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Corporate 


Provisions have been made for potential liabilities, if any, resulting from claims against the Corporation 
arising in the normal course of business. Furthermore, in the case of income tax reassessments, where 
deemed appropriate, advance tax payments are made to forestall non deductible interest potentially 
resulting from the outcome of contested reassessments. Such payments are reflected in receivables in 
the statement of financial position. The ultimate outcome of these claims cannot be reasonably estimated 
at this time. However, in the opinion of management, liabilities in excess of the provisions made, if any, 
would not be material. 


Year 2000 


The Year 2000 Issue arises because many computerized systems use two digits rather than four to 
identify a year. Date-sensitive systems may recognize the year 2000 as 1900 or some other date, 
resulting in errors when information using year 2000 dates is processed. In addition, similar problems 
may arise in some systems which use certain dates in 1999 to represent something other than a date. 
The effects of the Year 2000 Issue may be experienced before, on, or after January 1, 2000, and, if not 
addressed, the impact on operations and financial reporting may range from minor errors to significant 
systems failure which could affect an entity's ability to conduct normal business operations. It is not 
possible to be certain that all aspects of the Year 2000 Issue affecting the entity, including those related 
to the efforts of customers, suppliers, or other third parties, will be fully resolved. 


17. SUBSEQUENT EVENT 


On January 5, 1999, Enbridge announced that it had entered into an agreement to acquire, through a 
Venezuelan general partnership, a 45% interest in the U.S. $385 million Jose Crude Oil Storage and Ship 
Loading Terminal project in Venezuela from PDVSA Petroleos y Gas, S.A., a subsidiary of Petroleos de 
Venezuela, S.A. (PDVSA). The project entails the acquisition and operation of existing onshore and 
offshore terminaling facilities located within the Jose Industrial Complex, a large petroleum and 
petrochemical complex. The terminal will handle crude oil from eastern Venezualen fields for loading onto 
tankers for export, and will have initial throughput capacity of approximately 800,000 barrels per day. 


18. UNITED STATES ACCOUNTING PRINCIPLES 


As a registrant with the United States Securities and Exchange Commission, the Corporation is required to 
reconcile its financial results for significant differences between generally accepted accounting principles in 
Canada (Canadian GAAP) and those accepted in the United States (U.S. GAAP). Although the accounting 
bodies of the two countries are moving towards harmonization of accounting principles, current differences 
with U.S. GAAP result in variations in reported earnings as well as differences in presentation and disclosure. 

The following information describes the effect of differences between Canadian and U.S. GAAP on the 
Corporation’s consolidated financial statements: 


Earnings 
For the year ended December 31, 1998, earnings under U.S. GAAP totaled $240.9 million 
(1997 — $207.7 million; 1996 — $181.5 million) representing $240.9 million (1997 — $217.3 million; 
1996 — $180.3 million) of earnings under Canadian GAAP. Differences relate to the translation of 
deferred income tax liabilities of integrated operations. 

Under U.S. GAAP, deferred income taxes of integrated operations are considered monetary and 
translated at current exchange rates. Under Canadian GAAP, deferred income tax liabilities of integrated 
operations are considered non monetary items and translated at historical exchange rates. 

Basic and fully diluted earnings per share under U.S. GAAP for the year ended December 31, 1998 
were $3.31 (1997 - $3.01; 1996 — $2.92). 


Cash Flows 
As a result of the adoption of the new Canadian Statement of Cash Flows standard, there are no material 
differences between Canadian and U.S. GAAP cash flows. 


Financial Position 
Differences between Canadian and U.S. GAAP on the Statement of Financial Position result primarily from 
the methods of accounting for deferred income taxes of regulated operations, the cost of postretirement 
benefits, deferred taxes arising from business acquisitions, and investments in joint ventures. The effects 
of these differences are as follows: 


Year ended December 31, 1998 1997 

€46 Canada UES Canada WES: 
Accounts receivable and other 611.3 579.0 436.6 436.6 
Long term investments 676.9 710.1 yl 7/8} 543.2 
Deferred charges and other 212.1 1,463.6 142.1 1,279.8 
Property, plant and equipment, net 6,364.2 6,764.2 a) Palla 0) 5,641.53 
Accounts payable and other 540.9 509.4 493.3 493.3 
Deferred credits 116.3 326.2 59.8 222.8 
Deferred income taxes 380.5 1,876.5 374.2 1 o2 oe 
Retained earnings 407.6 385.6 336.7 314.7 


Under U.S. GAAP, deferred income tax liabilities are recorded for regulated operations which follow the taxes payable method. As these 
deferred income taxes are recoverable through future revenues, a corresponding deferred asset is also recorded. These assets and 
liabilities reflect changes in enacted income tax rates. 

U.S. GAAP requires that the cost of postretirement benefits be determined using the accrual method. The application of the accrual 
method of accounting for pension and other postretirement benefits on a consolidated basis has no effect on earnings as any difference 
from the allowed method of recovery is recognized as a deferred asset or credit and would be recovered or refunded, respectively, 
through the regulatory process. 

For business acquisitions, the purchase price allocation reflects the recognition of additional deferred income tax liabilities on the 
excess of the purchase prices over the net book value of assets acquired and liabilities assumed. A corresponding increase to property, 
plant and equipment acquired is also recognized. In addition, a portion of the purchase price is allocated to the unrecognized excess of 
pension plan assets over the projected benefit obligations at the date of acquisition. However, an offsetting deferred liability, reflecting 
the expected future refund of such excess through the regulatory process, is also recognized. 

Under U.S. GAAP, the Corporation’s investments in joint ventures are accounted for using either the equity or the cost method 
instead of proportionate consolidation. 


In addition to the above, included in the current portion of long term liabilities in the Statement of Financial 
Position under Canadian GAAP is $100 million of Cumulative Redeemable Retractable Preference Shares 
of Enbridge Consumers Gas which are redeemable in fiscal 1999. Under U.S. GAAP, these shares would 


be accounted for as minority interest. 
The following additional disclosures are required under U.S. GAAP: 


Deferred Income Taxes 


Deferred income taxes have arisen as a result of the following items: 


Pension Plans 


December 31, 1998 1997 
Differences between capital cost allowance and depreciation: 
Property, plant and equipment 680.9 639.0 
Long term investment 25.9 26.2 
Recognition of taxes on: 
Acquisition purchase price excess 425.3 ASie2 
Incremental revenue required for recovery of unrecorded taxes 452.1 408.6 
Transfer of U.S. pipeline business to Master Limited Partnership 222.2 204.6 
Other 70.1 93.5 
Deferred income taxes 1,876.5 IL $8283 AL 
Disclosures required under U.S. GAAP for pension plans are as follows: 
Change in Pension Benefit Obligations 
December 31, 1998 1997 
Pension benefit obligations at beginning of year 578.9 494.6 
Service cost 17.6 LPS) 
Interest cost 41.1 40.4 
Amendments 1.7 = 
Pension plan participants’ contributions 5.7 5.4 
Actuarial loss 8.2 44.3 
Benefits paid (25.2) (22.1) 
Effect of exchange rate changes 6.7 
Pension benefit obligations at end of year 634.7 
Change in Pension Plan Assets 
December 31, 1998 
Fair value of pension plan assets at beginning of year 900.7 
Actual return on plan assets 7.6 
Employer’s contributions 4.0 
Pension plan participants’ contributions 5.7 
Benefits paid (25.2) 
Other (7.4) 
Effect of exchange rate changes 10.9 
Fair value of pension plan assets at end of year 896.3 
Net Pension Asset 
December 31, 1998 
Pension plan assets in excess of projected benefit obligations 261.9 
Unrecognized prior service cost 8.9 
Unrecognized pension plan surplus (3.0) 
Unrecognized net gain (114.4) 
Net pension asset under U.S. GAAP 153.4 
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Pension Cost 


Year ended December 31, 1998 1997 1996 
Benefits earned during the year 17.6 14.5 13:5 
Interest cost on projected benefit obligations 41.1 40.4 SHEA, 
Expected return on plan assets (54.1) (159.2) (89.9) 
Amortization and deferral of unrecognized amounts (5.2) 100.3 Shell 
Amount credited to the Partnership 3.3 Ont 0.4 


Pension credit under U.S. GAAP 2.7 (3.3) (1.0) 


Economic Assumptions 
The most significant economic assumptions made in the measurement of the pension costs and the 
projected benefit obligations of the pension plans were as follows: 


Year ended December 31, 1998 1997 1996 
Discount rate 6.3-6.8% 6.5-7.3% 7.8-8.5% 
Average rate of salary increases 4.5-5.5% 4.8-5.5% 5.5-5.8% 
Average rate of return on pension plan assets 7.5-8.5% 8.0-8.5% 8.0-8.5% 


Postretirement Benefits Other than Pensions 
Postretirement benefits other than pensions include supplemental health, dental and life insurance coverage 
for retired employees. U.S. GAAP requires the accrual, during the years the employees render service, of the 
expected cost of providing these benefits to employees, their beneficiaries and qualified dependants. 
Based on actuarial valuations dated January 1, 1997, the status of the Corporation’s postretirement 
benefit plans was as follows: 


Change in Postretirement Benefit Obligations 


December 31, 1998 1997 
Postretirement obligations at beginning of year 85.7 TETAS, 
Service cost 3:2 Paes 
Interest cost 7.1 Of 
Amendments - Zen 
Benefit plan participants’ contributions 0.2 Out 
Actuarial loss (gain) 17.0 (0.8) 
Benefits paid (3.6) (3.0) 
Effect of exchange rate changes 2.3 skal 
Postretirement benefit obligations at end of year 111.9 85.7 
Change in Postretirement Benefit Plan Assets 

December 31, 1998 1997 
Fair value of postretirement benefit plan assets at beginning of year 13.0 1422 
Actual return on plan assets 2.3 (0.6) 
Employer’s contributions 5.3 4.9 
Benefit plan participants’ contributions 0.2 0.4 
Benefits paid (3.6) (3.0) 
Effect of exchange rate changes if 1.2 0.4 
Fair value of postretirement benefit plan assets at end of year 18.4 43-0 


Net Postretirement Benefit Obligations 


December 31, 1998 1997 
Accumulated postretirement benefit obligations in excess of plan assets 93.6 C206 
Unrecognized prior service cost (8.4) = 
Unrecognized net transition obligation (45.8) (54.3) 
Unrecognized net (gain) loss (10.6) Sys 


Net postretirement benefit obligations under U.S. GAAP 28.8 PERT 


Postretirement Benefit Cost 


Year ended December 31, 1998 1997 1996 
Service cost 3.2 2.5 2.4 
Interest cost 7.1 Gar OS 
Expected return on plan assets (0.8) (0.5) (0.3) 
Amortization of unrecognized amounts 4.2 3.6 3.5 
Amount charged to the Partnership (3.1) (2.7) (3.0) 
Postretirement benefit cost under U.S. GAAP 10.6 9.6 8.4 


Economic Assumptions 
The most significant economic assumptions made in the measurement of the postretirement benefit costs 
and the projected benefit obligations were as follows: 


Year ended December 31, 1998 1997 1996 
Discount rate 6.5-7.5% 6.5-7.3% 7.8-8.5% 
Medical cost trend rate 6.0-6.5% 6.0-7.0% 8.0-11.0% 


Dental cost trend rate 6.0-6.5% 6.0% 6.0-8.5% 


A 1% change in the assumed medical and dental care trend rate would result in a $21.7 million change in the 
accumulated postretirement benefit obligations and a $2.4 million change in postretirement benefit costs. 


Comprehensive Income 


Year ended December 31, 1998 1997 1996 
Earnings under U.S. GAAP 240.9 207.7 181.5 
Foreign currency translation adjustment (22.0) 9.6 (0.6) 

218.9 PATS 180.9 


At December 31, 1998, accumulated other comprehensive income consisted solely of accumulated 
foreign currency translation adjustment of $(9.1) million (1997 — $12.9 million). 


FAS 133 Accounting for Derivative Instruments and Hedging Activities 
On June 30, 1998, the Financial Accounting Standards Board (FASB) issued FAS 133 Accounting for 
Derivative Instruments and Hedging Activities effective January 1, 2000. The Corporation has not adopted 
the new standard as at December 31, 1998. The impact of FAS 133 on the Corporation’s consolidated 
financial statements is not determinable at this time. 
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Supplementary Information 


(unaudited) 


Selected Quarterly Financial Data 


(Canadian dollars in millions, except per share amounts) 


Cluonisae 


1998 Quarters First Second Third Fourth Total 
Operating revenue 628.1 894.4 466.0 353.2 2,341.7 
Operating income 139.5 256.6 90.8 5.8 492.7 
Earnings 62.2 147.6 38.8 (7.7) 240.9 
Cash provided from operating activities + (94.3) 377.3 129.2 (96.0) 316.2 
Earnings per share 0.86 2.04 0.54 (0.13) a hee L 
Dividends per share 0.545 0.545 0.575 0.575 2.24 
1997 Quarters First Second Third Fourth Total 
Operating revenue 620.4 985.1 568.5 | 346.0 2,520.0 
Operating income 160.9 288.6 110.0 VAS eyal 2? 
Earnings Ss// 48) aeyabs7/ 33.8 (5.2) 2183 
Cash provided from operating activities 1 26.7 325.4 94.1 (2.4) 443.8 
Earnings per share 0.84 AL (o)S) 0.49 (0.13) S25 
Dividends per share O15 0.515 0:545 0.545 ~ 242 


1 Previously reported quarterly amounts in 1998 and prior year amounts have been restated to conform to the new Statement of Cash 


Flows standard adopted in 1998. 


Quarterly Share Trading Information 


The Toronto Stock Exchange 


1998 Quarters (Canadian dollars) First Second Third Fourth 
High 68.00 66.65 69.75 71.40 
Low 60.50 60.00 57.90 62.00 
Close 63.65 63.00 65.00 70.50 
Volume (thousands) 8,628 9,324 7,366 5,444 
1997 Quarters (Canadian dollars) First Second Third Fourth 
High 42.25 46.15 55.25 65.70 
Low 39.50 39.05 46.00 50.00 
Close 39.90 46.15 54.30 65.40 
Volume (thousands) 6,544 6,434 Saou 6,363 
The NASDAQ National Market 

1998 Quarters (U.S. dollars) First Second Third Fourth 
High 47.00 45.25 47.25 46.06 
Low 42.63 41.63 37.50 40.25 
Close 44.63 45.25 41.88 45.94 
Volume (thousands) 114 79 75 51 
1997 Quarters (U.S. dollars) First Second Third Fourth 
High 31.00 35-00 40.25 45.25 
Low 28.75 27.88 33.50 36.75 
Close 29.13 Soe25 39.64 45.00 
Volume (thousands) 188 166 81 64 


Ce 


Five Year Consolidated Highlights 


Financial and Operating Information 


(Canadian dollars in millions, except per share amounts) 


Cannes 


Segmented Earnings 1998 1997 1996 1995 1994 
Energy Transportation 176.7 122:5 97.4 81.8 74.1 
Energy Distribution + 94:2 124.2 ANS EES (AZ) 
Corporate and Other (26.9) (29.4) (28.9) (26.9) (12.8) 
240.9 PLANT (S} 180.3 130.4 43.6 
Cash Flow Data 
Cash provided from operating activities (restated) 316.2 443.8 492.6 425.4 9.7 
Capital expenditures 1,388.4 651.4 560.5 428.7 376.6 
Dividends paid 168.3 TATA 125.9 116.3 80.2 
Operating Data 
Energy Transportation 
Operating revenue 514.6 518.1 508.7 467.6 397.4 
Deliveries 2 (thousands of barrels per day) 2,136 2,083 1,970 A154 1,561 
Barrel miles 2 (billions) 771 TT 768 (7fal WAS 
Average haul 2 (miles) 989 1,014 1,069 1,204 15255 
Energy Distribution + 
Operating revenue 1,827.1 2,001.9 1,949.2 1,855.2 194.1 
Distribution volume (billion cubic feet) 397 428 429 391 44 
Number of active customers (thousands) 1,414 1,362 cSOr 1,264 1,219 
Degree day deficiency 3 (degrees Celsius) 
Actual 3,352 4,011 4,209 3,748 104 
Forecast based on normal weather 4,079 4,003 4,058 3,955 118 


1 The highlights of Energy Distribution reflect the results of Enbridge Consumers Gas (The Consumers’ Gas Company Ltd.) and other 
gas distribution assets on a quarter lag basis of consolidation subsequent to the date of acquisition (June 30, 1994). 

2 _ Energy Transportation delivery highlights include the statistics of the 16.6% owned portion of the mainline system located in the 
United States. 

3 Degree day deficiency is a measure of coldness which is indicative of volumetric requirements of natural gas utilized for heating 
purposes in all markets. It is calculated by accumulating for each day in the fiscal period the total number of degrees by which the 
daily mean temperature fell below 18 degrees Celsius. The figures given are those accumulated in the Toronto area. 
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Five Year Consolidated Highlights 


Shareholder and Investor Information 


(per share amounts in Canadian dollars) 


Cauenioan 


1998 1997 1996 1995 1994 

Average shares outstanding weighted monthly 

during the year (thousands) 72,724 68,904 62,165 56,791 40,086 
Number of registered shareholders at year end 9,207 10,036 10,060 8,824 7,929 
Share Trading (TSE) 
High 71.40 65.70 42.00 33.00 34.25 
Low 57.90 39.05 SiS 26.88 26.88 
Close 70.50 65.40 39.95 31.88 28.50 
Volume (thousands) 30,762 27,672 26,093 27,058 16,352 
Per Share Data 
Earnings 3.31 Balls 2.90 2.30 1.09 
Cash provided from operating activities (restated) 4.35 6.44 7.92 7.49 0.24 
Dividends 2.24 2a. 2.03 2.00 2.00 
Financial Ratios 
Return on average shareholders’ equity 1 13.8% 14.2% 15.0% 13.2% 9.5% 
Return on average capital employed 2 6.6% 7.0% 7.6% 7.0% 3.9% 
Debt /debt plus shareholders’ equity 3 69.7% 67.7% 68.4% 69.1% 85.9% 
Debt/total capital employed 64.8% 62.5% 62.5% 62.7% 77.9% 
Earnings coverage of interest 4 2.0x 2.4x DESX HeSx ARSX 
Dividend payout ratio 5 67.7% 67.3% 70.0% 87.0% 183.5% 


1 Earnings divided by average shareholders’ equity (weighted monthly during the year). 
2 Sum of earnings, minority interest and after tax interest expense divided by average capital employed (weighted monthly during the 
year). Capital employed is equal to the sum of shareholders' equity, minority interest, deferred income taxes, deferred credits, and 


total debt (excluding short term borrowings which finance gas in storage). 


3 Total long term debt (including current portion) divided by the sum of shareholders’ equity and minority interest. 


£ 


5 Dividends per share divided by earnings per share. 


1999 Dividend Information for Common Shares and Preferred Shares, Series A 


Sum of earnings before income taxes, minority interest and interest expense, divided by interest expense. 


1st Q 2nd Q 3rd Q 4th Q 
Record date Feb. 12 May 14 Aug. 13 Nov. 19 
Payment date March 1 June 1 Sept. 1 Dec. 1 
Share purchase cut-off date for DRIP Feb. 22 May 24 Aug. 24 Nov. 23 


(cheques can be post-dated to the payment date) 


Page 5 photograph from The Calgary Herald 


Vreated DY MiValG VONMMNUMMCANONS Hit., Valgaly Fhe UY MONGIUS FItlg, Valgary 


Inside front cover photograph from Aero Dynamics 
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Enbridge Inc. offers a Dividend Reinvestment 
and Share Purchase Plan that enables 
shareholders to reinvest their cash dividends in 
common shares and to make additional cash 
payments for purchases at the market price. 
The Company also offers Dividend Direct 
Deposit which enables shareholders to receive 


Caveniocs 


Senior Management 


Brian F. MacNeill 
President & Chief Executive Officer 


Patrick D. Daniel 
President & Chief Operating Officer, 
Energy Delivery 


Mel F. Belich 
Senior Vice President, General Counsel 
& Corporate Secretary 


J. Richard Bird 

Senior Vice President, Corporate Planning 
& Development and President, Enbridge 
Consumers Energy Inc. 


Bonnie D. DuPont 
Senior Vice President, Human Resources 


Arunas J. Pleckaitis 
President, Consumersfirst Ltd. — 
an Enbridge Company 


Rudy G. Riedl 
President, Enbridge Consumers Gas 


R. Hugh B. Sangster 
President, Enbridge International Inc. 
and Enbridge Technology Inc. 


Derek P. Truswell 
Senior Vice President & Chief 
Financial Officer 


Stephen J. Wuori 
President, Enbridge Pipelines Inc. 


dividends by electronic fund transfer to the 
bank account of their choice in Canada. 
Details may be obtained by contacting 
CIBC Mellon Trust Company at any of the 
locations listed above. 


Auditors 
PricewaterhouseCoopers LLP 


Annual Meeting 

The Annual and Special Meeting of 
Shareholders will be held at the Westin 
Harbour Castle Hotel, Toronto, Ontario, 
Canada, at 1:30 p.m. on Thursday, 
April 29, 1999. 


Form 40-F 

The Corporation files annually with the 
Securities and Exchange Commission 
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